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ROYAL COMMISSION ON COOPERsTIVES 


The Commission appointed to inquire into the 
present position of cooperatives in the matter of 
income and.excess profits tax, organization and 
DUsi ness Metmoas and operations, and the Syne 
ive position.of persons enga‘'6d in business direct- 
ly competitive therewith, met in Ottawa, on eee, 
May 1, 1945, 


emer neie cape ae enero eee mS 


PRESENT : 
The Hon.Nr.Justice BRROL M. McDOUGALL, Chairman 

B e N ry ARNA | ON 

Gea. SLLTOTT 


J e M 6 N ue: ,DEAU 
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Commissioners 


ee eh? a ae 


Hucene Wl, parker... Counsel 
Major H.D.Woods } Associate 
J.A.Chapdelaine ) Registrars 
Colonel G.W.Ross uxecutive 
pecretary 


£ ae Pr BARANCE : 


Ry HiMilliken ,K.C ) Saskatchewan Cooperative 

) Producers Limited, 

) (Saskatchewan Wheat Pool) 
M.MsPorter,K.C ) Alberta Wheat Pool 
Ben SsPlumer ) n it 
H.o.ocarth,k.C, ) Manitoba Pool Elevators 
W,d,grarker ) MN ih s 
GH.sSteer,K.C. ) United Grain Growers Limited 
HgLveriitfin ) we " it wt 
Ji, Brownlee ) 7, ” i a" 
WaH.Howard ,K.C. ) Northwest Line Elevators 
Cecil Lamont ) " u . 
W.P.Fillmore ) " it a" 
W.B.Francis ) Group of Cooperative 
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Ottawa, 
Tuesday, 
May 1, 1945. 
The Commission met at 10 aem., Mr. Justice 


McDougall presiding. 


MR. PARKER: I think we are ready to proceed with 
the brief of the North-west Line Elevators Association, 
Which iS in charge of Mri Howard. A Mndersvand) from 
Mr. Howard that he does not propose to read the entire 
briet- bubs bo read only cerjain. paragraphs, 

THE CHATRMAN: we have all read it. 

ME SOARTH ey ) There is vonetpoint that rather concems 
us, Mr. Chairman’. & lergse namber of these. statements 
of fact, as you will see from the opening page of the 
brief, are, I take it, largely conjecture because they 
say that in respect) or some Jor them they are ienorant, 
while so far as others are concerned they hope to 
establish them through, perhaps, cross-examination. I 
do not see how the witness can establish facts of which 
he has no personal knowledge. LyUnderstend now irom 
We hoverd) that thesvrier will not be! read in’ ful, 

THE CHAIRMAN; So I understand. po you wish to 
Have at read in Puil? 

MR. SCARTH: Not particularly, unless the witness 
is going to swear that the contents are true to his 
knowledge » TY so, I can have no objection; but’ it seems 
SO to: that my Jcarned friend is mixing questions of 
argument and fact. 

THE CHAIRMAN: What you are doing now, Mr. gcarth, 
is Aareuing, The responsibility for establishing the 
brief is on Mr. Howard. IT think yourare rather 


anticipating difficulties. 
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MR. SOARTH: i want to make our position clear. 

THE CHsTRMAN: I think I will allow Mr. Howard to 
go ahead and do what he proposes. 

MR. HOW’ RD: As already indicated, my Lord, we do not 
Proposes to read laree sections of this briel because we 
think it would involve a lot of repetition and unnecessarily 
delay the Commission. Wheat ft Snoula tike to.-d6 1s -bO pug 
Mr. Lamont, the President of the North-West Line Elevators 
Reecciation, im the box to indicate the authority for the 
Drict and co Cover a GouDpDle Or matters of Tact which are 
not otherwise covered and then have him testify that, to 
bie Desc Of "his knowledge’ and belielr, the facts ableged 
recluse. Ssucjseou Lo-Correcudons which 1) Shall make. and 
Bub JSCUN LO  preer Unat “re reoIneYLO bor provided iby Mm. 
THompsonv in’ respect of certain tax’ matters. “iter 
reading the brief my intention is, subject to your 
approval, to put Mr. Thompson in the box endeaskehim! Go 
give supplementary testimony required, as we think, to 
complete our submission. phen if questvicns jaris]e whicn 
Mr. Lamont feels he is unable to answer because they 
relate to details of elevator operations or to the history 
of the trade and matters or “that Kind.' DT have Here: Uwe 
officials of the North-West Line Elevators who will, if 
desired; go into the box--one, Mr. Reid, to deal with 
matters relating to the operation of country elevators, 
and the other, Mr. Hayles, to deal with matters relating 
to terminal operations. If that meets with your approval 
that is the manner in which we shall proceed, 

MR, MILLIKEN Ss  Prankiy, Nr. chairman, {-contess* 1 do 
not understand what is being done. If I heard Mr. Howard 


correctly, he is saying that when it comes to a question 
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of figures they will put an auditor into the box to prove 
information regarding the pools. Surely the people’ best 
Qua lire d/o Bis that kind of information are. the pools 
themselves, Here for example is a statement on page 8 
of the brief. I do not care whether Mr. Thompson swears 
Be es Den Or not. pormsvralse, and 1b has: already peen 
dealt with by the pools. 

THE CHATRMAN: That is a matter of argument, Mr. 
Milliken. 

MR. MILLIKEN: Ly iO4 NOU GEIL Gi) ac S"s 

THE CHATRMAN: Have you ever heard of a trial in 
which one witness did not say that a thing was white while 
the other held it was black. 

MR. MILLIKEN: LON OG ar vor Lek. ue an what is 
bownering me is this, What ere we doing to-day? Are 
we having somebody undertake to tell you something about 
the, OpSsratvion of the pools whieh you cannot’ eet in any 
other way? Is there anything that we are trying to 
conceah“avout it? Surely these witnesses cannot know 
as much about the pools as our witnesses ees 

THE CHALTRMAN? We are here to get information, Mr. 
Milliken. Mir, Howard telis*us the information) is' ners 
and will be established in a certain manner and your 
apever Ley “het 15 Taise'. Tt is a matter of argumenve 

MR. MILLIKEN: fe a Metter or Tact, "starting 2t 
page 8 and continuing down to the bottom of page 10, the 
brief deals with the Saskatchewan pools, and as I have 
checked it over there is only one statement in these 
three pages that has not already been proved by the pools 
either by examination or by indirect examination before 


the Commission. Whv should we waste time putting all 
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this in again? What for? I must confess I am at a 
loss to understand what is going in. 

THE CHAIRMAN: itis hard to decide what the ‘bricr 
is until we have heard it. 

MR. MILLIKEN: oem prepared to ‘contedé thay thease 
paragraphs have been proved. 

THE CHALTRMAN: Mr. Howard will establish them again, 
if they are. 

MR. MILLIKEN: Why @0 through the whole brief to do 
that again? Lihevergone throush everything about 
saskatchewan and we have already established 90. per cent 
Of the statements: contained here, 

THE CHAIRMAN: . He proposes (not 0G read the entire 
bricfl, and that has not been the case in every .submission 
made. 

MR. MILLIKEN; But the whole brief is going in. If 
Only those parts which, Ne reads are.put ind shail be 
satisfied. 

THE CHAIRMAN: Mr. Howard will have to read the 
whole, bDrist if you, insist, Mr. Milliken. 

MR. MILLIKEN: We are having two briefs on the same 
thing 

MR: PARKER: That is all the better, is it not? 

MR. MILLIKEN: T think it is an amazing undertaking, 
for somebody outside the organization to prove what we 
pro VeCcmoursel ves. 

THE CHAIRMAN: LOOT eet VOU OLN We Lal Mas 
Milliken. Mr. Howard: is going, to try taymake mis. casey 
as you and Mr. Scarth tried to make yours, and argument 
will take place, I have no doubt, as to deficiencies in 


his brief. 
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MR. MILLIKEN: The case he is making is proving what 
we have done. 

THE CHAIRMAN: But you cannot direct his case, Mr. 
Milliken. 

MR, MILLIKEN: This deals with the set-up of the 
three pools and what they have done. 

MR. PARKER: Le oko DOD mek cI Se 

MR. MILLIKEN: it 4s already proved. 

THE CHATRMAN: I 2m not going to restrict Mr, Howard 
any more Gian i restricted any) Orne counsel. 

MR. MILLIKEN: 1 am not sugeesting that he should. be _ 
Pesur 6ved)., Mire Chairman, DOtICHLS (18 the Lirst) time it 
has happened that someone else has come in to prove what 
has alroady been put in by a co-operative. They may come 
ho. rspreve, Lb DUG tiles’ Le Gheurirst, time anyone nas 
come to prove it. 


THE CHATRMAN: we will see how Mr. yoward gets along. 


CECIL 4. R. LAMONT 
President, North-west Line 
Blevators Association, 
having been duly sworn 
testified as follows. | 
BY MR. HOWARD: 
Q« What is your occupation? A. President of the 
North-West Line Hlevators Association. 
Q@é¢ Will you explain what has transpired in respect 
Or tic suthorization of this pricer for submission’ by tas 
association? be! A meeting, of the directors of the 
association authorized the Executive to make plans to 
appear before the Commission, to engage counsel and 


submit information to counsel for the preparation of a 
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brief which was subsequently submitted to the poard of 
Directors and to the member companies of the association 
tivoiveny and the Drier was approved Iipst in*adrart form 
gio Los. iinet LOT Was approved by the directors and 
the member companies, 

Oe OOcyou Deel you faye authority Trom all one 
companies whose names were given in the summary of 
SUDNILSSLOOS tO present this: Drier on behalt of the 
SecOUCLe oon, USING Unelr Manes ii ithaw connection? 
re a a es 

Ge Counsel Tor ths Commission sugsests: that 
perhaps the Gommission wculd like to have a little 
information as to just what the North-west Line 
Elevators Association is, as well as its purpose and 
function. kee it is an ‘organizetion incorporated 
by special act of the Manitoba Legislature dating back 
vo L899 for the, purpose of Carrying on’ various services 
for the member companies. 

Ose OLrceri to provice OTrool TOr une, Commiuse Lon 
Of Cerpain allegations made hnere as. to the numbers oF 
elevators owned by the different organizations, will you 
PrcuUues Tor one Commission @ \couy OL tie VYeport ol itis 
Grain Commissioners for the year ended July 31, 1944? 

Ae his 1s e.iis0 Cl grain olevatorse in the westernmand 
eastern inspection divisions issued by the Board of 
Grain Commissioners for Canada, 

QO. What is the present value of investments in 

elevators owned by members of your association? 
4. SApproximately $65,000,000. 
QO. Subject to the corrections which, as you know, 


I have to make in tue brief as I read it, and subject to 
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evidence to be provided in respect of the allegations 
contained in paragraphs 3 and 4 on pages 38 and 39, are 
VAS Svavementvs CLM Lact contained ‘in this brief,’ subject 
to those qualifications, to the best of your knowledge 
end. O€lier trac? Reo Vis ya roe. 

MR. HOWARD: My Lord, if it meets with your approval 


I suggest that Mr. Lamont be allowed to sit down for the 


time being. THER OLE fvOpen es with introductory 


Moverial ‘on page i) andthe «bop ihnalfuck pase Ss whith DT think 
Le Ss uUnnecSsssaryyLovreads Then commencing in the middle 
of page 2 you have material relating to the business of 
operating grain elevators which,.in view of information we 
have already, it is unnecessary to read. Then we come to 
page 4 under "Facts regarding the pppls", and I see no 
necessity of reading what appears on that page. On page 
miwe come | oO LOUr “Conception of ‘the facterin irelation ito 
the organization and. operation of the alberta pool. <As 
already intimated, I do not propose now, unless it be 
desired, to read this. I wish however to state that 
although we have carefully considered the submission by 
the Alberta pool we cannot accept their argument to the 
effect that the marketing agreements are still in force 
exCeporss Lo compulsory contract pooling. Our Socios 

is the same as that of the Saskatchewan pool namely that 
these contracts Varc terminated except in so: far ’as. they 
provide “sometiving’ in the meture of an historical record 

of the terms and conditions upon and subject to which the 
commercial elevator deductions were made from remittances 
bo pool "members, On pege you have, our conception of 
the facts in relation to the Saskatchewan pool, which it 


seems to me unnecessary to read, and on page il we 
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commence the same recapitulation in respect of the 
Manitoba pool. in-theavt regard, IT wish to state to 

the Commission that we do not accept the point of 

view of the Manitoba pool to the effect that Manitoba 
Pool Hlevators is nothing but the agent or trustee 

Por clei meomover eso clalaons . LHAOUT COLMLOn ache 
company is a separate and distinct legal entity, owing 
corporate property and carrying on business for the 
PuULvOSeSs “Ol prolit Orv 2adn. It seems clear to us 

that a careful review of the relevant statutes and the 
pertinent agreements makes this apparent. We Teucie 
for examplisc, undertakings and agreements .of the 

Manitoba Pool Elevators which could be given or made 

Dy ine Ly es DeINnC inal aching Lor Lvs Ownsmaccount. .~Tne 
elimina Won of the word " bimited™ from the mame or 
Manitoba Pool Elevators affords a somewhat amusing side- 
Pieht ior the ax conserousness of this pool. f ebhank 
you, may fecl assured that if this company decane 
PMipgncealiy anvolved., 2s Cid ibs predecessor (the gaeory 
Grerimiued ia viiity wouldsbe assericd,, Cespive wie 
disappearance of the word. “limited” from its mame and 


despite assertions now made that it is only agent or 


trustee. 


That brings us to page 14,in dealing with "joint 
activities.and ventures of the pools." It seems to 
be unnecessary to read that to the commission. On page 
16 we come to the general head, “Business methods and 
operations of the pools" and a sub-heading "The capital 
of the pools - how it was raised." In view of the 
evidence which has been given your Commission on that 


subject, I do not prcpose to read what appears on pages 


TH-9 


—7276- _. Mr. Lamont 


Looney. On page 16 appears @ quotation from a 
Sareniar, iL am eiraid 1 shell have to ask you 66 
ignore that, because counsel for the Saskatchewan Pool 
Hee Indivetod ta me that if that circular issued it was 
issued without any authority of the directors or top 
executives of the Saskatchewan Pool, and therefore they 
cannot recognize it as committing them, HS a Wve als 1s Bg 
statement? 

MR. MILLIKEN: Denke Dhak AS COR Te Obi. 

MR. HOWARD: You may delete thats, | Cannot support 10. 
&£t the bottom of page 18 under the heading tInternal 
administration” there is a paragraph which D> would 
emphasize. 

"The business and: affairs of cach of the pools are 
UnG@er be, contol Ol Tbs directors. These directors have 
the powers and authority wsually vested in company 
directors and are, subject to a minor exception in the 
case of the Manitoba Pool, elected by representatives of 
the members. There have been variations between the | 
pools and during the years since 1930 in respect of the 
Guat TiGabions Of members to vote Tor the election of 
direétors, " 

Meat is n0t, as 1b reads, strictly an accurate 
statement. It requires minor modification because 
evidence was given here to the effect that in one oF 
other of the pools--I forget which--the power of the 
directors in respect of the payment of patronage 
dividends was subject to the ratification or approval 
of the delegates. The status of delegates is difficult 
to determines. It seems to us that delegates who have 


that type of power are in effect pseudo directors. They 
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are not shareholders. They have some kind of delegated 
authority from the members as a whole, and I think that 
when they function in that way they should be regarded 

as 4 Species Of director. i propose in later sections 

Of Ghe DrPer 00 ireler tbo directors, and. when 7 use the 
Worc "directors" in relation to the pools, and make 
certain assertions respecting them, you must bear in mind 
biat Lave Offered this, 6xplanation. IU See Subp eeu to 
the qualification IT have just mentioned in respect of 

a certain diminution of the wide powers of directors in a 
Pperticular case, The details as to how membership was 
obtained in the: pools, and how it varied from time to time, 
ene COuUaINed On page 1, which it 16 unnecessary, (to mead. 
On page 20 you have 4 general heading “Litigation with 
Minister of National Revenus*. Our pOlninioi wy Lew. in 
PospecGe ot pple Vie cion we ersrlocted Imsthe Lease 
paragraph which I wish to read. The rest [ do mot pro- 
pose to read: 

"This judgment has no application to what has 
transpired since the pools abandoned the business of 
GOncract Dooling nor has i any application’ to aneome 
and profits from time to time earned or made by. 4 
pool through the investment or other use or employment 
Of Siese  roser yes Of Opler moneys." 

(Brief submitted on behalf of the North-West Line 
Elevators &£ssociation.) 

"You have been entrusted with several tasks under 
the above mentioned Order in council. 

tThese are, firgt, to inguire into various matters 
pertaining to co-operatives; second, to inquire into the 


comparative position in relation to taxation under the 
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an0One War Tex p7cl and The Excess Profits Tax Act, 1940, 
of persons engaged in any line of business in direct 
competition with co-operatives; third, to report all per- 
tinent facts for determining a fair and equitable basis 
for the appiication of the Income War Tax Act and The 
Excess Profits Tax Act, 1940, to co-operatives and to 
persons other than co-operatives in respect of methods of 
doing business analogous to co-operative methods; and 
TOouUrth, bo Make recommendations ?'ror the amendment. of 
existing lawst as you onsets be justified in the 
public interest!. 

"The members of this Association whose names were 
disclosed in our Summary of Submissions dated December 30th, 
1944, °025Vve & divect anterest and vital concern in the 
roregoing matters in so far as they pertain to the 
Operation Ol erain elevators. 

"This being SO, we submit this, brief For your 
consideration. 
Preliminary 
"There are certain points we must make clear at the 
outset, namely: 

Leowoereyor used in this *brict,, unless the conrext 
otherwise requires, the word 'co-operative! is used in the 
same extended sense as in the above mentioned Order in 
Council. 

oe Lo the courses of this brier, we shall necessarily 
make statements of fact in support of our representations 
despite the obvious fact that, at the time of preparation 
of this brief, we have no way of knowing whether all of 
the facts alleged by us will be proved to your Gommission. 


3. You may be assured, however, that all facts alleged 
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by us are, to the best of our knowledge and belief, true 
and, to the extent that they relate to co-operatives 
engaged in the operation of grain elevators, readily 
DiUvVabLe OY Che teetimony of officers or smuployess of the 
SO=Operatives conceémmed respectively or by the books -and 
Gunbeor Mecords which such persons are capable of producing 
for your examination. 

4. We have no doubt that, in the course of your proceed- 
ings, evidence will be obtained in respect of matters of 
which we are now uncertain or ignorant but which will be 
relevant or pertinent to our representations or to the 
interests of our members. We must, therefore, reserve 
pne rignt.to supplement this brief at any time or Irom 
time to time, during the course of your proceedings, in 
Order tO Girect yourvattention: Co the bearing of suck 
evidence upon the representations made in this brief or 
to submit to you further representations. 

The Business of Operating Grain Hlevators 

"The members of this j;ssociation and the *co-operativest 
whieh 2re Lhe direct competitors of oun members ars 
etieorcd in the operation .of two, Kinds of graineslevators = 
‘country! and ‘terminal’, 

mThese country elevators are located alone the 
railway lines throughout the provinces of Alberta, 
Saskatchewan and Manitoba; and the terminal elevators 
are located at the head of the @reat Lakes and the 

acific Goast. 

"For an explanation of the essential part which 
these grain elevators play in the marketing of Canadian 
grain reference is made to the Report of the Royal Grain 


Inquiry Gommission (Honourable Mr. Justice Turgeon, 
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Chairman) made pursuant to Order in council (P.c. 774) 
dated May ist, 1923. This report was submitted, under 
gate Sr Jenuery 7b, LYs5, to the then Minister of prade 
and Gomme TOE, anise) iol, publ Cc record. | 

"Wor tuneipurposes of this brief; Lt. scems necessary 
Cnty (om olen to a1 tew eeneral statements made an such 
report. 

WEDrOpOSs. OF country elevators, this report states 
ob page 1.03 

We propose in the First place to give our 
attention to the problems of the farmer who deals 
with the country elevator, because these elevators 
hendle the rest: Gulkeof the. srain eorovl in Canada , 
and the relations which exist between, their 
operators and the Drogucersvare: GConssawent Ly, oT 
preaeteryanportance. than manything elksevatithis 
initial stage of the marketing process, the 
country elevator performs a double function; ib 
is a warehouse where the farmer may have his grain 
weighed, stored, cleaned (in some cases) and 
PoP oped ero meatke tes >: As ase oe rei buyers) plang 
Whece, oie terrains wolehned, docked) and graded and 
then taken over by the company who pays cash for it 
bownne: farmer’, « 

MRegarding terminal elevators (page 39 of the report) 
the following is stated:- 

'Tt is the duty of these elevators to receive all 
grain tendered to them for storage ih a ary and 
Suitable condition for warehousing, to clean it and 
to account for the screenings; to bin it according to 


grade, keeping each grade separate and unmixed, and 


ey 


iY 7 


ead, orn! ahaa - acs aa Pa) 
. Jae ee , ; Pe “= tg ; 


—o . 7) a ¢ - 7 rh 


_ ct 
roid 7 eR 7 


- ke Bed ie ng pe 1 aor miei 
ee a 


, Pe Aes @ aren ‘fav d' a 4 vw pathy ane; i" 
| ¥ ; no ere | are age: app aoudehy a 


+e ; ey ard be 7 , \ 
. : (2 ; 7 Z oe 
4p a> @ 4 Asa’ Aa a ye al " if ot he: = 


* 


fey Sy? 
ai 


- 
Sq ss 
> be 
aoe 
Aa 7 
a 
—— 
? 


7 a » ‘ ? © : y fs a 
I I el Te 


ue ae “ti sit ‘ae sae 


7 


. 7 - - 
tre oF Me 7) eae 
i 7 


as 


7 : 
i | : dy 

: y “| os 
q ye ? 4 evi “t= co) ur Vv oy Ms 2 i “Ai! = > si ak 3 . ~~ r 

. , nb aan a 4 ’ . cae : 
le es | + -~gerio ae. ihe Ae 
{ oy Py 5 ye ; 7 - ; 
oh : 7 f is a | if Ay so x m4 “9 a Lisa bivk 7 " 4 

‘az ¥ ; a ° ~ 7 7 : : 
& : ‘ 
7 » ) 2 as 

vag aw oe =) Ans 1 av ’ tay) a near mi - i¢ 


40k. ~ ~~ € ue : : : as . , . | | 
) } / : rte 7 F) CYS: oa 44 ae i a 


ky — a Aedes | ie . : 
al ¥ rr r 7" | at 
a ' i ven ao 7 ‘ : a f 
*~ ‘faa a “Cras ye or | b , 
} iss = - - _ ee: a 7 { 
od . 
| | ‘ 
; - SisaTers- meee yy ot: : r, 
) j i . a te Toe: + i ( ae ae ct be fe" 
- 7 6 ” 5 . _ fi i 
4 a 
( J 2% .] i n* : 
; ' j a } : 
? ; :) a 
J = : ae 7 iS 


; : ii L ; zy gg" ; ’ ay ; 


. 
=~ 
1 
oe 
= 
¢ 
+ 
" 
: 
; 
~ 
ae 
~ 
- 
+ 
— 
ry 
<> 
mal 
o ve 
Dow 
a 
- 


, - 
} Vv ay he, il es , ‘ a 2, co ‘ -, ; a5 g 
ce ewe 2 Aus . ' Hone P 7 3 : : 
a Aine ae ba 5 Z ; wer, 
' ¢ : PSs i ge ie ; = Ww : Lae heey § ere oe: 
pa if ‘i PUN Spee Ae ACE aor Noe oe ”" 
. ~ = ne rh Rw ee petty cll eae = 
i ac Ae. CPO a oe ae . 
ia Pees mee” ¢ Z o> 
ne x : - ne 
ww cry aw ’ A 
7 bd Pers ere & : fase ~~ re. Pin ee 
; fr ,* t Te i et a oe 
, Une pS “a3 ee : ; gts te oes 
: 4 +5 bara VCR | SS ay ieee gt peer 
ae tx 3e SE 10% . i e 
Jo? Bi a oes - : 
ed i tae ie r ks ns 
al Je oot ae Le. 4 ol ee » aly on ay pike 4 rear | " ane 
: uk ead 74} oo. ve : e Pid es; Pin is . sate ee hs 
S, ‘ ‘ =A os oe. ve ad re Suk ore ae 
Sain ae ee, ea : 


rs 
pee 
a 7 


TH-14 


-7 254 + Mr. Lamont 


to ship out equal quantities of the same grade 

when called upon to do so by the owner or his 

asSienee!, 

"In the years since this Royal dommission made its 
report, diffsrences of method rather than of substance 
have from time to time developed in the operation of grain 
elevators. This is particularly true since the Wheat 
Board has been taking over the entire wheat crop, But , 
in essente, country and terminal grain elevators continue 
tO Ci Senarve thei necéssarm function, or (the inmacure 
disclosed in the foregoing quotations, in the movement to 
Market of the western erain  ornop < 

",coording to the return made by the Board of Grain 
Commissioners (July 31st, 1944) there are 5,541 country 
Slevatorsninvoperat ion. Of these, 3,284, or 59.1% are 
owned by members of this Association, The remaining 
country elevators are owned re the extent of 519 by United 
Grain Growers Limited, and to the extent of 1,738, or 31.4% 
by wholly-owned subsidiaries of the Saskatchewan and Alberta 
Pools and by the Manitoba Pool or its member associations, 
These three pools are the so-called ‘co-operatives! which 
compete with our members. 

tThe Saskatchewan Pool also owns, presumably, through a 
wholly-owned subsidiary, a transfer clevator at Buffalo, 
Neils, WOLCh “they have leased to other interests, 

"The.total capacity of the country elevators now 
owned and operated by members of this Association is 
160,496,000 bushels, or 54.2% of the total capacity of all 
country elevators in Manitoba, Saskatchewan and Alberta, 

"At the present, 21 terminal elevators are operated 


by our members. These have a total permanent and 
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temporary capacity of terminal clevators operated, directly 
or indirectly, by the three pools is a little over 57,000,000 
bushels.’ 

"The present value of the investment in elevators owned 
by members of this Association is estimated to be approxi- 
mately $65,000,000. 

Facts Regarding The Pools 
Present position in respect of 


taxation, organization, business 
methods and operations. 


"Your Commission is directed to inquire into - 

(a) the present position of co-operatives in the 

matter of the application thereto of the Income War 

Tax Act-and The Excess Profits Tax Act, 1940, and 

(b) the organization and business methods and 

operations of the said co-operatives as well as any 

ouUner matters’ relevant to the question of the 
application uf ineome and profits tax Measuxag 

CNETS DOs 

"Wwe propose now to submit relevant facts in respect 
of the foregoing, but to deal with the matters mentioned 
in paragraph (b) before touching upon. the matter referred 
to in paragraph (a). 

"So far as concerns factual material in this brief, we 
propose to confine ourselves as closely as possible to a 
recital of those facts which are fundamental to a proper 
understanding of the past and present position of the 
pools or are, for other reasons, deemed to.be of major 
importance from your point of view. 

Organization of the Pools. 
"The go-called 'co-operatives' which are engaged, 


directly or through wholly-owned subsidiaries, in the 
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business of operating grain elevators are three organiza- 
tions, generally known and herein usually referred to 
collectively as the *pools' and respectively as the 
"Alberta Pool', the ‘Saskatchewan Pool! and the 'Manitoba 
POO! 

MThe.Oreani zation of these pools and of their 
respective and joint subsidiaries and, in the case. of the 
Manitoba Pool, of its elevator association members, has 
been a process of gradual and contemporaneous development, 
which, in the case of the Alberta and Saskatchewan Pools, 
hes beenalone. similar Lines. We Sshali now review thse 
Stepsitaken by veach to attain its present form and status. 
DhevAlbernta Pool. 

"The Alberta Pool (whose full name was ‘Alberta 
Co-operative Wheat Producers Limited! until 1929 when it 
became ',,lberta Wheat Pool!) was incorporated on jsugust 
ISU veo, Uiderm Phe provasions if The co-operative 
Associations Act Of the Province of Alberts, being: .Cap. 160 
R.G,A4.| (1922), Since repealed by Cap. 66 of the alberta 
Soatutes or L957 

miphe! Incorporation of the Alberta, Pool, was vconrirmed 
ae ACowenonal Specitte powers were t@ranted bo it, with 
Tepvroactive etiecth /t0. 26s incorporation, by vdape.¥i (ot, tie 
1924 statutes of Alberta. 

"Ths Loos? Statice: provided that the Alberta Pook 
Should have 'the general capacity and powers which the 
common law ordinarily attaches to corporations created 
Dy Cbaeben i ido ifarlagiit tsiwithin the Legis itati te 
authority of the province to grant such general capacity 
and powers!, The specific corporate powers granted to 


the Alberta Pool by this statute included, to state them 
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summarily, the power to conduct a general grain business; 


to acquire, own and operate elevators; to obtain a licence 
under the Canada Grain ict; to acquire any buginess of the 
natures of that which the pool was itself authorized: to 

Carry On; LO promote any subsidiary company or organization; 
and to distribute among the members, in kind, any property 
SLioie CDoOl. 

Winwiveo, bae Alberta, Pool procured the incorporation 
and organization of a subsidiary under the name of Alberta 
Pool Slevators Limited. 

Nin Iv29, an 4ct was passed, being chapter.%a ef the 
DbLabuGes U1 thal year, Which declared that, as “end from 
August Loth,,t025, the Alberta Pool had had 'the general 
capacity and powers which the common law ordinarily 
actaches to corporations created by charter!, including 
capacities and powers of the widest scope set out in 
thirty-two separate paragraphs in the act. 

MUD wec tl OL 1920 ‘Speciiioa lly provided. 10 tech i0n 
foe ooo. bie darectors of Ghe- pood Shall “administer ‘the 
Giiciroue: the pool adn all things. and shall have power to 
Toros ines an. Ueeir Opinion nevessary or uselulL For 
Pie CONUUDW OL The DUST ress of the pool, 

NoeetIOn 25.0 tinsel ch or LIS? contains curious 
Provisions purporting to creates @ trust of indefinite 
nature and ‘term in respect of the elevator reserves ‘and 
all assets heretofore or hereafter acquired therewith’ in 
favour of the members from whom they were withheld, 
Nothing is said about the commercial reserves andiwe are 
not aware of what, if anything, the Alberta Pool has dons 
Since 1929 which would indicate a recognition of any 


obligation to function as a trustees for these original 
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members. 

tin order that you may understand why drastic changes 
were made at or about this time in the Alberta Pool 
organization, we shall here interject a brief statement 
regarding the way in whieh this pool has operated since 
fee wicorpe Avion. 

WWhen Lirst. organized, the giberta Pool’s primary 
power was to operate a pool for the benefit of its members. | 
In the exercise of this power, contracts were made with 
growers, who thereby became members of the pool, under which 
roe lauver commitued themselves to deliver all their wheat 
Powe DOOM fOT ealeland Die POOL aereed  TCoOs,ac count .to, ons 
Members tor the price obtained [or their grain on the basis 
SOc average Drgves Obtained Tor the various erades) respec-— 
tively on sales during the year. Under these contracts, 
tne pool Teserved the rlehnt to withhold certain amounts from 
moneys which would otherwise have to be paid to its members. 
The sums so withheld are known as 'elevator reserves! and 
‘commercial reserves' respectively, (the word ‘deductions: 
being sometimes used instead of 'reserves'), the rate of 
deduction for elevator reserves being 2¢ per bushel of wheat 
dedivered for sale by the members respectively, and the rate 
of deduction for commercial reserves being an amount 
equivalent to 1% of the proceeds of sale of such wheat. 

"The above mentioned subsidiary company, Alberta pool 


Elevators Limited, was financed with money so withheld from 


erowers, but did not restrict its operations during this 


period to members of the Alberta Pool, In 1930, the 
subsidiary leased its elevators to its parent, the Alberta 


Fool, 


tis a result of the collapse in the price of wheat 
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in the 1929-1930 period, the Alberta Pool sustained heavy 
Peete e ile wot elec. 20) tne. Tal Ole L929, an 

imiplai advance. to. its. members, on the basis of $1 per 
bushel, delivered Fort, Walliam,.in respect of wheat, delivered 
by such members respectively, but. did not realize enough 
irom tne. sais of this wheat to enable, it, to meet. its 
operating costs and to reimburse itself for these advances, 
Since the pool had borrowed a large amount of money from 
banks to make these advances and could not furnish adequate 
security for its repayment, and since it did not recover 
from its members the excess sums paid to them, amounting to 
$6,420,020, it was in a precarious financial position. 
Finally, the Alberta Government had to implement its 
ObLIeatLAons.» Under a guarantee which it had given the banks, 
by procuring the funds required to pay off the bank loans. 

"After this experience with contract pool operations, 
CieslO0erLe Pool medeun radical ichange invites business. (1 
POL wimembers were nol required tO, pool therm woieat. Dor sale 
dime Nene. cls ibe pool. such, pooling as “there was, belie 
bn ao Voluntary, basis and of comparativesy small wolume, 

Tie weve La Pool. has. Since, that time sepplied itselr,, ini tie 
main, to carrying. on. the. business, of owning. and, operating 
grain elevators in the Same way and manner as ordinary 
joint stock companies in that business. 

Tne Deg teion to abandon the pool system of operation 
and to deal in wheat for profit to the. pool was, deliberately 
made. for confirmation of this: statement and of, certain 
other statements made in this brief, reference is made to 
the evidence given before the Royal Grain Inquiry 
Commission constituted under Order in Council (P.C. 1577) 


dated June 27th, 1926, The Honourable Mr. Justice Turgeon 
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was the Commissioner and made his report to the then 
Minister of Trade and Commerce under date of May 4th, 
1938 For your convenience, we have set out in 
peleduic FRI of this brior. extracts from, the record. of 
Lue Commission bearing onwthis particular point. 

"Pie DOSation oF the Alberta Pool. at..this: time 
(Slst July, 1931) was that it owed its members the sum of 
$4,996,595 in respect of televator reserves! and $2,436,326 
in respect of 'commercial reserves' and was indebted to the 
Province of Alberta to the extent of $5,649,000 for 
ecvances Made by the province ito discharge the pool(s 
Prability tothe vanks:. 

omingubackitiow tGoythe bast mentioned Act of silberta 
(Cap. 7S of *b929). atb-should “be: noted that section 25 
expressly i ratit ied), validated sand confirmed.the purchase 
of shares of Alberta Pool BRlevators Limited (the pool's 
subsidiary) with the elevator reserves which, under 
auchoricy ory this same,Act, the, Alberta, Pool.was expressly 
euvheory zed stowwithhold from members of the pool as Long 
ae Lite directors Werenol .the) opinion: that.ghey. were, useful 
ane carryane ion they pool’s business, 

"Cap. 8 of the Alberta gtatutes of 1932 subordinated 
and postponed the claims of penn ene of hey POOL, wan Pespecu 
of both elevator reserves and commercial reserves, to the 
claims of the Government of alberta. 

Min Gap, SOlof ithe gilberta: statutes.oF 1955, attention 
was directed to the fact that, by the 1929 statute, the 
persons entitled to vote were those who were at the time 
the holders of current marketing agreements. This Act 
then took cognizance of the fact that the current marketing 


agreement with pool wembers was prescribed to expire on 
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July 15th, 1933, and that it was not the intention of the 
pool to enter into new marketing agreements with its men- 
Vero Such being the state of afters, this 1956 sot 
made provision for the exercise of voting powers at any 
time when there were no current marketing agreements tin 
order that the pool may continue to exercise its corporate 
bowers and functions and carry on its business and | 
Rip i a bol ig an 

"Further legislation wags adopted in ALS roel, cin 
relation to the Alberta Pool, in. the years W590) Lee ard 
1942. These Acts related primarily to financial dealings 
and arrangements between ‘the pool and its former or present 
members arising out of or in respect of the elevator 
reserves, the commercial Teserves, and the withholding of 
tne L928 final pook payment from members who were overpaid 
iP hoe} and to the conditions of membership in the pool 
Crom tame “t6 time, and so forth. Referenee to certain ‘eye 
these matters will be made in later provisions of this DPie@r. 
The Saskatchewan Pool, 

"The original name of the Saskatchewan Pool wag 
Saskatchewan Co-operative Wheat Producers timiced, The word 
'Wheat' was dropped from this name in 1944, 

"This company wag incorporated under the companies Act 
of the Province of gaskatchewan on fugust 25th, 1923, with 
an authorized share capital of 100,000 shares (later in- 
creased to 200,000 Shares) of $1 per value each, The 
incorporation was confirmed by Cap. 66 of the Statutes of 
Saskatchewan, 1924, 

"The powers vested in the Saskatchewan Pool included 
the power to carry on, in all its-branches, the business 


of buying and Selling grain, including the construction and 
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acquisition of elevators; the power to enter into con- 
bractssfor or, incidental to. the co-operative selling or 
marketing of grain; the power to invest moneys of the com- 
pany in any way considered advisable and to vary such 
investments; the power to acquire and take over the 
business Of any other coneerml with similar objects: the 
PoOWer roy cocure: Une resi stration of the, companyiin any 
Proviticel ot Canada orvany partech the British) Pap 
Stnerreenceral powers, 

Min 1969, the Saskatchewan Pool procured the incor-~ 
poration and, orezanization. of two subsidiaries, under the 
Neanes OL Saskatchewan Pool Elevators Limited: and 
SooreapCchewangrool Terminals Limited respectively, the 
former subsidiary being designed to own and operate 
Cols oly) ese ValOrsrandwuhe datoer to own and operate 
berminal elovatvorss 

Mie an ihe caso Ot the Wlbertea Pool, the-Saskatchewan 


Poolts initial primary purpose was to operate a pool for 
Ae ls 


© 


DMea DCheri be Olea Us members, eandiit made coOntracteow1tH 
Prowers ini Saskatchewan in similer termsto those made 
with Alberta erowers: bythe Alverte, Pool, “Accordingly, 

the Sasehkatcucwan Pooleaccummiated Toriusei iter pe Corporate 
purposes, from moneys withheld from its-members,) 'elevator 
Peserves*sane Vecoumcroialyreserves' Suen aswhaver Deen 
MeHhvaoned inuour: Statements recardiine therAdperta, Pool. 

"On March 6th, 1926, the pool's subsidiary (Saskatchewan 
Pool Blevators Limited) bought the entire undertaking, 
including 251 country grain elevators, of Saskatchewan 
Co-operative Elevator Company Limited. This purchase 
involved the payment, partly in cash and partly by annual 


instalments, of a price equivalent to the arbitrated value 
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of the assets acquired (such value being later determined 
to be $11,059,310) and the assumption of a mortgage in 
favour of the Government of the Province of Saskatchewan. 

"The Saskatchewan Pool joined in this purchase agree- 
ment and undertook to withhold from its members as televator 
reserves! the maximum amounts permitted under its contracts 
with such members and to invest the aggregate sum so with- 
held in the capital stock of Saskatchewan Pool plevators 
Limited . In this way, the pool provided its subsidiary 
with funds from which to make payment of the annual 
purchase Drice instainents. 

"This agreement was confirmed by cap. 71 of the 1927 
Statutes of Saskatchewan. 

"Except that the operations of the Saskatchewan Pool 
iyyoived wien Lererer sums lor money than those ol the Alberts 
Pool, it carried on business from time to time in much the 
same way as didy the “~lberta Pool “and; (in )1929~30 "sustained 
similar heavy ‘financial losses throush failure: to sell cits 
WhealLvay a forbce "Surricientily hieh to enable “i gecnmect 
Lts operating costs and to*reimburse it for: the advances 
made to members as a invGiial payment tor their wheats 

wThe Saskatchewan Government found it expedient to 
take “action to save \the situation, after which the position 
of the Saskatchewan Pool appears to have been that it owed 
its members the sum of $12,188,060 in respect of elevator 
reserves and $6,567,851 in respect of commercial reserves 
and was indebted to the Province of Saskatchewan to the 
extent of $13,752,000. The over=-payments made to growers 
in respect of the 1929 crop ageregated $13,479,797, | 
exclusive of $1,006,521.44 assumed by the pool. 


In 1930, the Saskatchewan Pool obtained statutory 
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authority to withhold from members the reserves which had 
Derr accumulated during the period of Contract pool 
operations. The relevant statute provided that these 
Peserves.. UL earings thereof! could 'with or without 
paying interest thereon! be 'invested or re-invested in 
any company. corporation or buSiness, whether operated on 
a profit, non-prorit, patronage dividend basis or other- 
Wise? 

NAS inthe case or the Alberta’ Pool; the Saskatchewan 
Pool, following this experience, made similar radical 
Cienecs In Tus DUSiNess, and sines andvincluding 1L96b has 
D6cn primarily concerned with the business of operating 
ereain elevators. | 

Nin tvoL, Lie Saskacvciowan Pool acquiredsanother 
SuLsidiary company, called Modern Press Limited, which has 
Since that time been garrying on business as a. general job 
Prineer Ol 2. .commercial basis. , Lu printe "the poole ortircial 
Period; cak which is” called the *Western Producer!.“ phe 
pool appears to have $100,000 invested in this subsidiary. 

NTDUS pool-aiso appeare To have Nadia ssubpsiaiary which 
did construction work during many years. 

"By Chapter 105 of the Saskatchewan Statutes of 1944, 
the name of the pool was changed from Saskatchewan 
Co-operative Wheat Producers Limited to Saskatchewan 
Co-operative Producers Limited. This act gave the pool 
certain additional powers, including the power to carry on 
the business of 'co-operatively producing, collecting, 
buying, receiving, handling, feeding, finishing, slaughtering, 
transporting, grading, selling and marketing livestock and 
livestock products and, generally, to carry on the business 


of dealers in livestock and livestock products either as 


. 


ar 


Au 
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principals or agents; to construct, produce or acquire 
and operate warehouses, feeding and sales yards, cold 
storage plants, abattoirs and packing plants'. 

The Manitoba Pool. 

"The Manitoba Pool Wes GNCOTDOraveG L bY any lou or 
the 1924 Statutes of Manitoba under the name of Manitoba 
Co-operative Wheat Producers Limited. It was given an 
authorized capital of 50,000 shares of $lpar value each, 

MTNeE Cuarier Powers accorded thas. pool are very 
Similar to those which were granted to the Saskatchewan 
pool, but included the power to form local sociéties 
W1tn territorial Limite, 

MBy Cap. wale or tine Manitoba. Statuces of 1325, the 
charter powers of the Manitoba Pool were extended to permit 
auc POOL bOLeaccuire end noid ‘shaves in other corporations 
operating elevators or engaged in the handling of grain; 
and by another Act (enacted in 1925), a subsidiary cf the 
pool was incorporated under the name of Manitoba Pool 
PLevyatore Limited, With an euphorized share oaprial or 
$1,000,000, divided into 1,000,000 shares of 41 par 
value each. 

MADD cuvlLy,. the, Manitoba Pool acquired @i) the stock 
OT UGhLS SsuDsidiary, including the additional shares 
ereated Dy subsequent increase of authorized share capital, 

"The agnitial charter powers of this subsidiary con 
tained a stipulation for the exercise of its corporate 
objects for the purpose of handling grain for the Manitoba 
FOol and.its members, although these provisions are 
followed by general powers enabling this subsidiary 
company to carry on a general grain business. 


"This pool's method of operating country elevators 
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was radically different from that of the other pools. 


Apparently the poolts subsidiary obtained money from the 
pool and lent this money from 1925 on to local associations 
for the purchase or construction of country elevators or 
built elevators for such associations and obtained con- 
tracts of lease and purchase fron them. In any case, the 
poolts elevator subsidiary became a creditor of the mem~ 
ber associations for the sums advanced or used. Pursuant 
to arrangements which have varied from time to time, these 
elevators were, and still are, under the management of 
Manitoba Pool Elevators. fThis company exercises complete 
control over the use and application of the earnings 
derived from operations. Members of this company are the 
above mentioned elevator associations which now number 
nae 180 and such earnings as are actually distributed 

by Manitoba Pool Elevators to these associations are 
availabie for distribution to their grower members if such 
associations respectively deem it expedient to use them 
for that purpose, 

"In 1929, by Cap. 108 of the statutes of that year, 
the hame of the Manitoba Pool was changed from Manitoba Qo- 
Operative Wheat Producers Limited to Manitoba wheat Pool 
and its share capital was extinguished. Membership was 
restricted to persons who signed contracts with the pool, 
such members being given the same rights as shareholders 
and their interest being made proportionate to the 
aggregate sums withheld from them as reserves. 

"In the same year, the capital of its subsidiary was 
increased to 5,000,000 shares of #1 each. 

WThe Manitoba Pool appears to have Operated a pool in 
manner similar to, but on a smaller seale than, the Alberta 


and Saskatchewan pools. Then, in 1929-30, it sustained 
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Similar heavy financial losses, 

"Thereupon, as in the case of Alberta and Saskatchewan, 
the government of the province became involved in its pre- 
dicament. Governmental action to assist oe is reflected 
in Caps. 56 and 57 of the statutes Gr boots 

"The former of these two Acts extended the powers of 
the Manitoba Pool; declared it had had these powers since 
January 28, 1924; provided for the giving of guarantees 
and security on all assets and of indemnity to the gov- 
ernment of the province; gave the pool the power to hold 
elevator and commercial reserves belonging to its members 
so long as the directors might deem necessary; and valid- 
ated the investment by the pool of such reserves in eleva- 
tor facilities and, in particular, in the stock of its 
subsidiary, Manitoba Pool Blevators Limited. 

"The latter Act validated various agreements affect- 
ing the poolts financial position and provided for secur- 
ity on all the assets of both the pool and its above 
mntioned subsidiary in favour of the government. 

veav this point, this pool appears to have owed 
$1,956 ,668 for elevator reserves, $988,597 for commercial 
reserves and $3,374,939.78 to the government of Manitoba. 

"It seems clear that, at or about this time, all 
business activities were carried on by Manitoba Pool 
Elevators Limited, as the directors! report of that com- 
pany for the year 1931-1932 contains a specific states 
ment to the effect that the Subsidiary had become the 
major company. 

"For several years following 1931, Manitoba Pool 
Elevators Limited apparently Operated, as did the Alberta 
and Saskatchewan pools, small voluntary pools. This 


constituted only a small part of the business of this 
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company. 

WUE ade? 56 LORS), Gillespie Terminal Grain Company 
Limited filed a petition in bankruptcy against dente ee 
Wheat Pool (the former parent company) claiming to be an 
unsatisfied execution creditor for B7De000 A receiving 
order was made on November S, 1932. A copy of the 
statement of affairs produced in connection with the 
bankruptcy proceedings is set out in schedule "Bt Of this 
Ureciae irom Jthis.. ihawidl) be observed that this company 
owed at this time virtually $3,500,000, of which $1,000,000 
was Shown to be due to the province of Manitoba as an 
unsecured obligation and $2,363,202.88 was shown to be 
due the province as a secured obligation, 

"No reference whatever appears in this statement to 
COogi se Delay sot. tie pool to growers in respect of 
amounts withheld from then during several years by way 
of elevator reserves and commercial reserves, nor does 
the statement made any reference to the shares of Manitoba 
Pool Elevators Limited, which had previously been held 
by Manitoba Wheat Pool, nor to the amounts due by growers 
to the pool in respect of over-payments made to then by 
virtue of their having been given an initial payment, 
based on $1 per bushel, for wheat in 1929. 

"In any case, Manitoba Pool Hlevators Limited there- 
upon became the debtor of the Manitoba government in 
respect of sums advanced to or for account of the pool. 
This government, at or about this time, reduced its 
Claim by about $1,275,000 to $2,100,000. It does not 
appear that this company assumed AOy Liability or ihe 
indebtedness of its former parent company to growers 
for the elevator reserves and commercial reserves. TO 


what extent and under what circumstances the member 
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associations respectively are involved in liability for 
these reserves will have to be ascertained by examination 
of their accounts, Possibly, these claims were, in whole 
Or part, wiped out by the bankruptcy. 

"By Sap, 86 of the Manitoba Statutes of 1934, the 
Lieutenant Governor in Council was authorized, in any 
COD year, to make arrangements to finance Manitoba Pool 
Elevators Limited, 

"By Caps. 8 and 26 of the Statutes of 1940, the Act 
to incorporate Manitoba Pool Blevators Limited was amended. 
Under these two Acts, it was provided that this company 
Should have neither capital stock nor shares nor share- 
BOIeres hay a) tae capital stock issued and unissued 
should be cancelled; that the company should be comprised 
of members instead of Shareholders; and tliat the present 
members of the company were and should be certain speci- 
fied cooperative elevator associations, It was prescribed 
that the members (thet is, ‘the associations) should be 
"possessed of and entitled to exercise all the rights of 
and be subject to the game obligations as the share- 
holders heretofore Possessed and been subject to, save 
and except as hereinafter provided in respect of surpluses, 
Teserves and assets of the company and the allocation and 
distribution thereof,! 

"Said Cap. 26 of the Statutes of 1940 provided that 
the persons eligible for election as directors of this 
company Should be delegates or members of ‘cooperative 
associations or cooperative companies! holding membership 
in Manitoba Pool Blevators Limited, 

"BY Cap. 21 of the Manitoba Statutes of 1944, the 
name of this company was changed by the elimination of 


the word ‘limited, 
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“Joint Activities and Ventures of the Pools 
(a) Qanadian Co-operative Wheat Producers Limited. 

"This company was incorporated by letters patent of 
the Dominion of Canada in 1924. The three pools origin- 
ally held its share capital in equal amounts. fhis 
company's principal function, until contract pooling end- 
ed, was to market the grain of the pools av costeand. re- 
turn the proceeds of sale, less selling expenses, to the 
PeOVINCL eI Hood nies. 

Mit eppestTs Chat since. 1930) this company has function- 
ed as a policy coordinating body and publicity or propa- 
ganda medium for the pools and to have been Supported by 


contributions made by them. 


(b) "Canadian Pool agencies Limited 

"This company was incorporated by letters patent of 
therpominion of Canada” in 1928, Originally, its share 
capital was held by canadian Co-operative Wheat Producers 
Limited but later was transferred in equal amounts to tle 
three pools. 

pene tprimary (function or Uthis company is to serve as 
a general insurance agent for the pools. [Jt collects pre- 
miuas from them, procures the kinds and amounts of insur- 
ance coverage deSired and earns a commission for go 
doing. During several years, it ’applied “part ‘or 466 
earnings to the payment of a 6 per cent dividend on its 
capital stock, the balance of such earnings being dis- 
tributed to the pools in proportion to the volume of 
business with this company done by them respectively. 
During recent years, the dividend on shares has been 
eliminated and earnings are distributed direct to the 


pools as a tgavingt. [hese earnings amounted to 
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$103,020.80 for the year ended July 31, 1944. No income 
or excess profits taxes have been paid by this company. 
This company transacts some tusiness for other than the 
pools and earns a commission thereon, 

(c)_Pool Insurance Limited - later Pool Insurance company 

"Pool Insurance Limited was incorporated under the 
Manitoba Companies Act in 1939 with an authorized share 
capital of $500,000. The pools subscribed for its 
sliares in €qual amounts, 

"This was a fire insurance company with power to 
issue license or fidelity bonds and its business consist- 
ed of insuring the property of the pools against loss or 
damage by fire and of issuing fidelity bonds upon employ- 
ees of the grain elevators operated by the pools, 

"In 1940, incorporation of a new company was effected 
by a special act of the Dominion of canada under the name 
of Pool Insurance Company. The predecessor company was 
wound up when the new company took over the business. 

"This company pays out to the pools as dividends its 
surplus earnings. These amounted to $234,800.39 for the 
peor ended December G1, 1943. No income or excess 
profits taxes have been paid by this company. 

"The share capital was recently redistributed among 
the three pools in an effort to make their proportionate 
shareholdings conform substantially to the volumes of 


business done by them respectively with this company.» 


(a) "Joint Grain Handling 

"Since 1927, the Alberta Pool has from time bo ‘bathe 
used the terminal elevator facilities at the head of the 
lakes of the Manitoba Pool and occasionally of the 


Saskatchewan Pool under some kind of profit sharing 
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arrangement. 


"Business Methods and Operations 
—___ Of _ the Pools 


ine Capital of the Pools - How it was raised 

"Until 1931, the three pools confined their a ctivi- 
ties in the main to the conduct of emtract pools and 
handled only the grain of their members. Meanwhile, how- 
ever, the, used the elevator and commercial reserves with- 
held from their members for working capital and for the 
acquisition, through subsidiaries formed for the purpose, 
of country and terminal elevators, 

"These reserves constituted the capital of the pools 
and amounted by 1930 to over #®29,000,000. 

"Interest was paid or credited on thse reserves, as 
follows: 

Alberta Pool - paid in 1928 ana 1929; credited for 
1930 and 1931 to a special account but 
not paid; no interest has been paid 
Since. 

Saskatchewan Pool - paid in 1928 and 19293; credited 
in 1930 but payment made only in 1941; 
paid at the rate of S per, cent per 
annum on elevator reserves only in 
1944, 

Manitoba Pool - paid in 1929-30 for certain past 
periods, nothing since. 

"As a result of losses sustained in handling the 1929 
crop, the pools all abandoned comtract pools and, apart 
from handling comparatively small voluntary pools at 
various times, have, since 1950, engaged in the business 
of operating grain elevators in the same way as do the 


joint stock companies which are carrying on that business. 


«3 


a oe sab aaydes 28 pe * nts “ee ee ae 


Pere. oni DE a oR IIE banat aad pits chet oe 


| An f) _ “ oy wr: k re ba 
Rais. ggceonioen ce ne ei ear 


pe es : 
, a 7 » j ey 9 ‘Ge oy ae Ae P| > es Reig Sa foie WAR 
vee rae Soul (ae ener Pat aacen pea 
cata hl ‘ i : i "| A a | % = ~ 
: a8 | heue ve ivea te Le - ' 
| a fault neues sale Phe @ Sareea 
Pree Leh | | ‘ eae a + = hoy 2 ee a ee ace Po . ion et 
aes oF ; “es : 
af a . . ee 
| yrs are a ieee i es ini bale ee. i 
oe iy) A . * eS A : Ls 
“ne 4 f " ea ie + , n 
F hae? ’ : ee pee 7 ’ i 
} ; a 1 es 
: ie te “ W Os ee ‘D> ie : eC S| a 
o ®t, <2 em : 
> ee ~ a 4 Pee « ik gay! t abe Tee AE oe te i Per ’ eo hal? ae wey, 
ie Wi ans : rar, hit =e fier ied & i : nF ; : ; at i \ ; 
>. } ay a eh tiaras ray ae J: Jee ey 
Lt aes «Leh he arent he ae et Ue hoe Ce 
Bo eh wae wm) a. pia yh Dem OME = ‘ we ne 
. Se i { ; 
f 4 i ) i 
oe . rel : Big. an! po! = 
i 4 ~ oo tel 
5 
i i 
4 - ¥ - - i wn Sel 
~ > ee Ae i : Us 
: Sue fay AY Ai f 
a el ih = Leh : : 
hs . ress 
iG 
Helper . ih od ’ “* i 7 ? ; 
A ie 
r - ? i 
‘ "4 Beem ior? . se egeaae 
' ' a ae DPR I sc oleliat RP gle BA Te Ba Rial 
Pee Fy “ 3 ar L aes 7 . i 7 
Bk uly : 
4 } i, 
ied dts ~ 1 
ea Sri neae |S , 4 
by » , 
; id t i 
to" 
7" ' 2 on uae 232% j 
at tar ery > Be " 
es 2, ~ 
4 i 
* © 
¥ 1 } 
fer a mg a 
AEE anal . ss 
Ve 
@ 
My ae at co * 
; . es et — ek A = hee . os, fo te 
af ily ee ee : bi <aee ee Pete : ete ey eet ; hy of 
F 21S BN gh de Aes Bh) eer a 4 
Be eek » poe | A ' 
Ae ~ ; 
Apo) {vy Pos? ry hea: uae a mii ee fe 
7 > he A NP len a ee meh ore 
4 i> P| Ls i Ps 
-~ Rar 4 et. | ‘ a 
“© a eo 4 | py? 
iy Jape Be SS ry st 


Basie. f i 
t 
> 
Denne fog g)c0 yw 
¢ seat toe Be ly 4 = 
Seta Peis Prt ee 
Bs, 


TH-38 


~7500- Mr. Lamont 


"Thus, the pools secured their original circulating 
and fixed capital by withholding televatort and tcommer- 
clalt reserves from members up to and including the crop 
year 1928~9. This withholding was made pursuant to the 
terms of the contracts which in those years bound these 
members to the pools. 

"In any case, when the pools sustained the heavy 
losses meutioned above, and later when they were confront- 
ed by the task of paying off their debts to their res- 
pective governments (aggregating about $22,000,000.), 
the status of these reserves wags drastically changed by 
commitments made to such governments respectively and by 
legislation designed to deny or defer any right to the 
member-creditors to assert claims for either principal 
or interest of these reserves and to confirm the pools? 
actions in respect of their use and employment. 

"In the 1929 Wheat Pool Act of Alberta it was decreed 
(section 23) that the elevator réserves could 'be re- 
tained by the pool so long as its directors are of 


cpingon that it is useful in carrying on the business of 


the pool, notwithstanding anything in any marketing agree- 


ment contained, or that any member may have ceased to be 
the holder of a current marketing agreement!. This Act 
also provided that the pool could offset any claim of 
the pool against any memberts commercial or elevator re- 
Serves. 

"In 1952, an Act was passed in Alberta a sear ar 
any payment by the pool in respect of Wan reserves so 
long as the pool was indebted to the govemment. Pre- 
sumably, this confirmed an undertaking previously Soran 
by the pool. 


"By statutes enacted in 1929, 1930 and 1932, a similar 
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State of affairs in respect of these reserves was created 


in Saskatchewan and additional provision was made:- 


(a) 


(c) 


to prevent any sale or assignment of, or charge 
upon, the interest of any person in these re- 
serves tuntil approved by the company, in a man- 
ner to be determined by the company, who shall 
have an absolute discretion as to the grainting 

of such approvalt (the ‘company’ referred to in 
this statute being the Saskatchewan Pool);. and 
establishing the rights of the owners of these 
reserves as the owners of the ultimate equity of 
the pool in. case of its liquidation, bankruptcy 

or winding up; and 

giving the Saskatchewan Pool the right to offset 
Over-payments made (this refers to the heavy over- 
payment upon the 1929 crop) against these reserves 


or other amounts owing to member-creditors, 


"The Manitoba government enacted legislation in 1961, 


in respect of the commercial and elevator reserves with- 


held from members of the Manitoba Pool, to substantially 


the same effect as the gaskatchewan statutes, 


"As already stated, the Manitoba Pool was put into 


bankruptcy in 1932. As no reference appeared in the 


Statement of affairs of the pool to these reserves, (see 


schedule 'Bt hereto) the status of claims of member- 


creditors in respect of these reserves is obscure and 


Should be ascertained by investigation. 


tTnternal Administration 


"The business and affairs of each of the pools are 


under the control of its directors. mhese directors have 


the powers and authority usually vested in company 
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directors and are, subject to a minor exception in the 
case of the Manitoba Pool, elected by representatives of 
the members. There have been variations between the pools 
and during the years since 1930 in respect of the qualif- 
ications of members to vote for the election of directors, 

"In Alberta, membership originally depended on the 
ownership of a $1 share of stock. 

Tinedyee\, membership was made contingent on signing a 
marketing agreement, such agreement being then ona com- 
pulsory basis requiring the member to market all his Crop 
through the pool. guch membership carried a vote upon the 
election of a delegate from the member's sub-district, | 
the delegates being persons who attended the meeting at 
which the directors were elected and who voted upon such 
election. 

"At present, voting membership in the Alberta Pool 
appears to be open to any wheat grower who delivers a cer- 
tain amount of wheat to a pool elevator and who owns a 
certain amount of elevator or commercial reserves. 

"In Saskatchewan, membership has always depended on 
holding a $1 share of stock, but the pool could, under a 
Statute of 1924, prevent a member fron voting if he did 
not have a marketing contract with the pool. accordingly, 
when the tem of the first five-year marketing contract 
expired in 1927, those members who did not Sign a new 
five-year contract were debarred from voting. This was 
changed in 1934 and shareholders now appear to have 
voting rights whether or not they have business dealings 
with the pool, 

"In Manitoba, a shareholder originally had to Sign a 
contract with the pool to obtain voting rights. When, 


in 1929, the capital stock was eliminated, it was provided 
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that all persons who were parties to contracts Should be 
members. Upon the bankruptcy of the original pool, Mani- 
toba Pool Hlevators Limited became the top company of the 
organization. Its membership has now come to consist of 
elevator associations of which it has been stated there 
were 180 on July 31, 1944, 

"By an agreement with the Manitoba government, dated 
August 1, 1931, these local associations were given the 
right to elect a majority of the directors and the govern- 
ment obtained the right to elect the minority, but such 
minority were vested with power to veto expenditures. 

"The directors of all three pools exercise the powers 
usually exercised by directors of joint stock companies. 

"So far as the respective and joint subsidiaries of 
the pools are concerned, these are ordinary Joint stock 
companies and their internal sinetipel crececr at a is subject 
to the rules laid down in the statutes under which they 


have respectively been incorporated and organized, 


“Litigation with Minister of National Revenue_ 

"The Saskatchewan Pool was assessed for income tax on 
income alleged to have been mde by it in 1925 and 1926, 
Litigation ensued Fae pment terminated by judgment of th 
Supreme Court of Canada rendered on AD TeV LOY LOsG. 

"The assessment was made upon the elevator and com- 
mercial reserves withheld by the pool in the years 1925 
and 1926 « 

"The Supreme Court held that thse reserves were in 
the nature of advances made by grain growers and, being 
returnable to such growers, were not tincome! of the pool 
within the meaning of the Income War Tax Act. 


"This judgment has no application to what has trans- 
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pired since the pools abandoned the business of contract 
pooling nor has it any application to income and profits 
from time to time earned or made by a pool through the 

investment or other use or employment of these reserves 


or other moneys. 


“Dominion and Provincial Taxation 

"Saskatchewan Pool Blevators Limited paid income or 
profits taxes to the province in the VearsULOSy (ta) ods 
inclusive. 

"The Alberta Pool paid a tax per e¢leyator ‘in these 
years. Under the law of that province, the greater of 
the elevator tax or the income tax was payable by .eleva- 
tor companies. Presumably, the elevator tax amounted to 
more than the income tax. [In any case, income tax, as 
such, does not appear to have been paid to alberta by the 
Bipertar Pool, 

"There appears to have been a somewhat similar type 
of cae ae imposed by Manitoba in 1938, and it is 
assumed that member-associations of the Manitoba Pool 
paid this tax. 

fee rabonewen Pool Elevators Limited paid dominion 
income tax for the years ended July 31, 1926, 1927, 1928 
ane “L929 , | 

"In January, 1941, Pool Insurance Company or Pool 
Insurance Limited was assessed for tax on 1939 income and 
filed 2 Motice of appeal. There, the matter rests. 

"In 1941, the provincial governments vacated the cor- 
we tax field under agreement with the dominion go vern- 
ment, effective, so far as income and profits taxes were 


concerned, as from December 31, 1940. 


’ =, § yea 
q .), oa 5 a” 
ie et” 


& ’ 
ari 
. 
‘ P | «% rs 
s\! rr. rai ‘he: . a Ria i yy 
" 
i tor were —- 
7 oP + ig Ai > peeve 
a ues ata 
ae =“ * A 
\ 4 w PS. - ¢: 
a ey : Pie 4 7o 4 oe % 
i 5 
ie ab > A 
Chae 
en ee 4 - My Set 
i A: : hws Bet he . 
ie Ace Mane? EME faye 
j se i 
by Ao eh rae ‘a 
a hr eae i Sans as 
Bee eri gas 
i 
‘ 
: IOs we Mh. <4) 
‘o if ft =~ +. . } 
& + * 
tx ‘ : 
‘ 
£ 
« 
- Ls r 
ie + 1 4 i 
lS np Ly we 
aa * ae ~ 
bets P « s 
zh 7: 1. We * 
‘" > \. oo es y's 
Ful G20 ae SA ns 
H i, F| an 
sas od 
} ek ' 7 
b. c is 
: c nat ss PaaS oe 
‘ i) aye fig be 
mh ee hh : 
ee ae ah : 
‘ ton ee i ie cel 
hay a P i Ki 4, ‘ ae * i 
Pec oa ale 
io aa) £ ? 
e Mp, 
‘ 7. iy ere 
a7 st a ahem hs, see 
ae t 
+ - 
a : 
pie ot a ae 
r 
— e, ”~ 
| ee, ae eee 
- " 
wy iy ‘at ‘4 1 pT 
tN ae ea Robt) apoaye 
rs 
ie i, ak: Mee ror we “4 a 
ay! we rota Hyg ae ee 
ie hbase ‘ 


Al ol 


(cee ne 


<rned Lh wae ig 
a i ay rf 


(i Ry Ne iy yh ‘s hg } ot? 
ae Aol (o aes 
( n bs : : < 
‘deed i Dh eae eae 4 
allel ‘Sal ae tet et ous worea pe 
. sO ph ae : ne v aN i” 
Rh 4 giegig Stns ee ver 
eh i eats thei na wt i: a tl i 
| Tei e 
‘ 42 00%, dubrientt _ a 
prs ' Mig a 1 
. aay" a a, 7 
ae nai 7 7 ice a ° 
7 ee an a oo) mo ee me ca “ nf BAT a 
, 
3 vessenit et Dan cae. ) | 


i t a the abe YG 
: U3 aye em ; 


i sy gh wes 


a * 
“Ye oe 
ae et A Ae 


ey, 


a= Ber 


Ae Ae 


a haere “Ty. wilt 
ie 


re ae oon: iy a " 


ad 


: { 
eae Fs 


Ae fees 
a See wei wala * 


7 


neh me 
at 


a 


TH-38 


~7305-— Mr. Lamont 


“Patronage Dividends 

"The Pools have paid so-called ‘patronage dividends? 
at various times since 19%0, 

"These payments are based on the numbers of bushels 
of the Various kinds of grain delivered by the member 
recipients during some financial period or periods prior 
to that in which payment is made. Persons who are not 
members ¢. not participate in these distributions, but 
apparently those who were not members during the relevant 
financial period but nevertheless delivered grain to the 
pool during such period may berticipate in “the distri bu- 
tion by becoming members. Members who delivered no 
grain in the relevant financial period do not parti- 
Cipate. 

Wiatteriyv: in Alperte and Saskatchewan, these payments 
have been denominated texcess charges refunds. | 

"What takes place, apparently, is that, when the pools 
ascertain the amount of their profits for 4 -finsnoial 
.year or years, they decide how much they wish to allotate 
or appropriate and pay to members. the amount Sie) 
appropriated is then or thereafter paid out except if or 
to the extent that some other application of the amaints 
appropriated or allocated is deemed expedient by the 
directors. 

"These allocations, appropriations and payments have 
been entirely voluntary in nature. the pools are under 
no obligation to make them in respect of any period. The 
discretion of the directors in this regard would seem 
to be as absolute and uncontrolled as is the discretion 
of the directors of an ordinary joint stock company nae 
respect of declaring and paying dividends to sharehold- 
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"Parti oulars, Of tne patronage dividends allocated, 
appropriated and paid to date by the pools and their 
application are given in schedule '@! hereto. 


"Dealings by the Pools in commercial and 
elevator reserves 


oo 


ne ere 


"In 1941, the Alberta Pool was given authority by 
Statute, subject to prior SeApless Aucvhorizapion or, the 
delegates to buy from the estates of deceased members 
their interests, or parts thereof, in the elevator and 
commercial reserves, The amount which the pool could 
apply to such purchases was limited to a sum equivalent 
to 20 per cent of the then current year's depreciation 
reserve. 

"In 1942, this pool was given further Statutory power 
to acquire these reserves and, up to July 31, 1944, haa 
spent $1,207,724.35 for that purpose. part of the re- 
serves so purchased were distributed to members as a 
patronage dividend in respect of the year 1940-1941, leav- 
ing as at July 31, 1944, $951,198.47 of these reserves in 
the hands of the pool. These were held), accord ine ttc tne 
pool's financial statement for 1945-1944, as an invest- 
ment: of the pool, 

"The «Alberta Pool did not make the final payment, 
aggregating over $1,000,000, to its member-growers in 
respect of the 1928 contract pool. In 1941, the amount 
due was credited to the elevator reserve aocouncus. Of 
the persons concerned respectively, thus bringing the 
ageregate amount of these reserves, as at July 31, 1941, 
up to $6,033,655. Previously, it had been $4,996,101. 

"The Saskatchewan Pool has also bought elevator 
reserves at from fifty to seventy-five cents on the 


dollar, but has done so, in effect, for member patrons. 
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It is reported that this price has lately been raised 

to one hundred cents on the dollar. Nothing is allowed 
to the seller for unpaid interest. The mechanics is’, 
apparently, to declare a patronage dividend and pay it 
partly in cash and partly by the transfer to the accounts 
of the members respectively of an appropriate amount of 
these elevator reserves, 

"By tuis device, those who originally provided the 
capital for the elevator facilities and who are not con- 
tinuing to transact business with the pool are eliminated, 
and members currently doing business with the pool take over 
their claims. 

"The present status of these reserves in the Manitoba 
organization is obscure and should be ascertained by 


investigation, 


"Other matters relevant to the question of 
the application of the income and profits 
tax measures to the POoLs. 


cnreeeees geen rreunemeces 


"Such other matters as are relevant to the question 
of the application of these tax Measures will be mentioned 
and discussed under later headings of this brief. Mean- 
while, it is expedient to consider the foregoing facts 
with a view to determining what differences and Similari- 
ties there are between the pools and those ordinary joint 
stock companies which are, like the pools, engaged in i's 
business of operating grain elevators. Only those differ- 
ences and similarities which can be regarded as having 
a bearing on taxation need be mentioned, 

"It seems clear from these facts that the only differ- 
ences which have existed between them since 1930, or which 
now exist between them, are: 


"First, neither the pools nor their various respeetive 
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and joint subsidiaries have been paying any dominion in- 
come or excess profits taxes, 

"The ordinary joint stock companics which are carrying 
on precisely similar business operations have been paying 
these taxes and still are, | 

"Second: The pools permit their 'menbers!t from time 
to time, as distinguished from such shareholders as they 
may have “ad or now have, to control the election of their 
direcicrss | 

WETICGS Nhe. Pools Baye Aly been distributing part of 
their respective incomes as so-called patronage dividends, 

TI ne COT Ce Or Similarity between the pools and their 
subsidiaries, on the one hand, and ordinary Joint stock 
companies carrying on a similar business, on the other 
hand, are: 

NPlPSt: They are a1] corporations and, as such, are 
legal entities, Separate and distinct from the ‘members! 
and shareholders thereof, 

moecond: The affairs of all of then are managed by 
directors who are elected annually and exercise the usual 
powers and authority of company directors, 

Prins They all transact business in the same manner 
and subject to the same regulations and controls and they 
do business with anyone, irrespective of whether or not 
he is a member or shareholder," 

I wish to make a correction in that paragraph, Ive 
not think it is fair to state that the joint subsidiaries, 
the pool insurance and pool agencies, do business with 
anyone. The pool agencies apparently have some cash non= 
member business, and the pool insurance too; but that 
statement is too Sweeping to apply to these two joint 


Subsidiaries. Also, you should note that that statement 
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is probably too Sweeping,in view of evidence before you, 
bo apoLy boa company like the Saskatchewan Construction 
Company. I cannot recall that there was any evidence that 
they did business with anyone, These are the only varia- 
tions I recall at the moment. 

"Fourth: No tmembert or Shareholder, as SuCcn yy O©- any 
of them, has any title to any of the corporate property 
Or assets or to any property or assets of any subsidiar- 
ies, absolute Ownership of all such property and assets 


being vested in the corporation concerned, 
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"Fifth: The income and profits derived from the 
corporate business of all of them belong to the corpor- 
ations concerned respectively, no member or shareholder 
having any right of Ownership therein or to exercise any 
control in respect thereof, except, so far only as control 
is concerned, as a director, in which capacity he is 
bound t« act only and exclusively in the best interests 
of the corporation and of the members or shareholders as a 
whole. 

"Sixth: The incomes of none of them are exempted from 
tax under section 4(g) or section 4(p) or any other pro- 
vision of the Income War Tax Act, nor are their profits 
exempted from tax under any provisions of the Excess Profits 
Tax Acts 


"The present position of the pools in the matter of 
the application thereto of the Income War Tax Act 


and the Excess EeCnils Wax Wots nl 940% 


"In our view, the pools and their subsidiaries are 
respectively subject to the provisions of the above mention-— 
ed aots and therefore liable for payment of taxes there- 
under in respect of all income ana profits derived by | 
them from operations since contract pooling was abandoned 
over fourteen years ago. It is also our view that the 
elevator company subsidiaries of the pools were all Subject 
to such provisions prior to that time, 

"In section 9, subsection 2 of the Income War Tax Act, 
it is provided that, save as in the act otherwise provided, 
‘sorporations and joint stock companies resident or carrying 
on business in Canada, no matter how created or organized, 
Shall pay a tax upon income at the rate applicable thereto 

set forth in the first schedule of this actet 


"As will have been seen from the foregoing recital 
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of relevant facts, the three pools and all their sub- 
Sidiaries are corporations and are all both resident and 
Carrying on business in Canada. SO, unless these companies 
are somewhere in the act expressly exempted from tax, 
their income is taxable, 

"Section 4 of this act lists the incomes which are 
exempte . from tax. There are no other provisions of the act 
under which the pools or their Subsidiaries can be exempted 
from tax. 

"The only subsections of this section 4 which could 
apply to any cooperative which is engaged in business 
are (g) and (p). Neither of these subsections can be 
interpreted to provide exemption for any of the pools 
or any of their subsidiaries, 

"Subsection (g) of section 4, reais as follows: 

'(g) Mutual corporations; the income of mutual cor- 
porations not having a capital represented by shares, 

no part of the income of which inures to the profit of any 
member thereof, and of life insurance companies except 
ower as is credited to shareholderst accounts,* 

"It seems clear that none of the pools nor any of 
their respective or joint subsidiaries are mutual corpor- 
ations of such kind as to meet the requirements of this 
subsection. 

"Subsection (p) of section 4, reads as follows: 

"(p) Cooperative companies and associations: the income 
ot Tarmers', dairymen'ts, livestockmen's, fruit growers', 
poultrymen's, fisherments and other like cooperative 
companies and associations, whether with or without share 
capital, organized and operated on a cooperative basis, 
Which organizations 


(a) market the products of the members of shareholders 
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of such cooperative organizations’ under an obligation 
to pay to them the proceeds from the sales on the 
basis of quantity and quality, less necessary expenses 
and reserves; 

(b) purchase supplies and equipment fa@ the use of 
Such members under an obligation to turn such Supplies 
and equipment over to them at cost, plus necessary 
expenses and reserves, 

"Such companies and associations may market the 
produce of, or purchase Supplies and equipment for non-=- 
members of the company or association provided ths value 
thereof does not exceed twenty per centum of the value 
of produce, Supplies or equipment marketed or purchased 
for the members or Shareholders, 

'This exemption shall extend to companies and 
associations owned or controlled by such cooperative 
companies and associations and organized for the purpose 
of financing their Operations, 


"From this it is apparent that several conditions 


must all be met before the income of 4 corporation which 


engages in the marketing of products will be held to bea 


exempted from tax under this Subsection. These con- 


ditions are: 


"{i) ‘that. the company is a cooperative company of 
farmers or other producers, 

(ii) that it is organized eee. On a cooperative basis', 
(iii) that it istoperated on a cooperative basist 

(iv) that it markets the products of its members or 

Shareholders under an obligation to pay to them the 

proceeds from sales on the basis of quantity and 
quality, less necessary expenses and reserves, and 


(v) that products may be marketed for non-members 
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Only if the value of such products does not exceed 

20 per cent of the value of the products marketed 

for members or shareholders,.! 

"If, aS seems clear, the word'organizedtin the 
phrase'organized and operated on a cooperative basist 
ls to be read as referring not merely to the date of the 
formation of the corporation concerned but also to its 
position from time to time, it is submitted that the 
pools ceased subsequently to their original ereamio anion 
to be 'cooperative companies in any significant sense, 
There are two points of time at which they must be said 
to have done so. These are: 

'(i) Shortly after their original organization, when 
they undertook to construct and operate elevators 
and obtained licenses for these as public elevators 
instead of as private elevators under the provisions 
of the Canada Grain Act. The acceptance of public 
elevator licenses committed them to commercial 
operations of a kind wholly different from those 
which can be desoribed as cooperative in any proper 

“senses 
(ii) Upon the rescission or termination, at varying 
dates in or about 1930, or soon after the enactment 
of this section 4(p), of the long term contracts under 
which pooling of grain had previously been carried 
out and by the execution of which the growers who were 
parties to such contracts became entitled to defined 
rights as members of the companye Thereafter, the 
main and, in some years, the only activities of the 
pools and their subsidiaries were of an ordinary 
commercial character, Such insignificant cooperative 


operations as were sometimes subsequently carried 
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On were entirely unrelated to membership in the 
organization or to any share in its direction or 
assets.'! 

"In any case, it is apparent that this section (4p) 
applies only to cooperatives that Operate on an agency 
basis for their members. 

"N-ne of the pools or any of their subsidiaries have, 
Since 1930, marketed the products of anyone (except, per-~ 
haps, under voluntary pooling arrangements of minor 
importance) under an obligation to pay to members or 
Shareholders the proceeds of sales, Accordingly, they 
Cannot assert the agency status which might support a 
Claim of exemption under this Sections 

"So far as concerns the exemption from tax of the 
income of subsidiaries of the pools, this subsection can 
have no application in a case where the parent companies 
cannot bring themselves within the scope of the subsection. 
In any event, such exemption would apply only to those 
subsidiaries of cooperative companies which were organized 
‘for the purpose of financing their operations’. None 
of the subsidiaries of the pools was so organized, 

"In the circumstances, it remains only to establish 
that the pools had income within the meaning of the Iacome 
War Tax Act, to bring them definitely under the taxing 
provisions of section 9, subsection aq cher ear, 

"tincomet is defined in section 3 of the act. Leaving 
out words that are unnecessary for present purposes, tincomet 
meens the annual nev profit or 2ain wis being profit from 
a trade or commercial or financial or other business or 
Calling, direotly or indirectly received by a person from 
eoeeany trade, manufacture or businesSSee..e and shall include 


eeeedividends or profits directly or indirectly received 
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from money at interest .... or from Stocks, or from 
any other investment, and whether such Calne or provits 
eneidivided oridistributed)oranot s.ests 

"Under the act, the word tperson! is defined to in- 
clude any body corporate and politic and any association 
or other body. There is, therefore, no doubt that the 
pools and each and all of their various subsidiaries 
are tpersons' within the meaning of this definition of 
Tincomet, 

"The foregoing recital of relevant facts appears 
to demonstrate clearly that, from the time when the pools 
abandoned the contract pooling of grain, they have been 
engaged in trade and business and that, to the extent 
that they or their subsidiaries made profits therefron, 
they earned tincome'. 

"Prior to the crop year 1930, the pools were ‘account- 
able to growers for the proceeds of grain delivered by them 
respectively, subject to the right of the pools to retain 
certain sums known as elevator and commercial reserves, 

"Their method of operation prior to 1930 is des- 
eribed in the case of the Minister of National Revenue 
vs, Saskatchewan CooperativeWheat Producers Limited 
(OeOr Scour 408), 

"Since 1930, the pools, either directly or through 
subsidiaries, have been doing business in the same way 
and by the same methods as other operators of country 
and terminal elevators. 

"These elevators have been and are licensed as public 
elevators under the Canada Grain Act. 

"At the country elevators, the pools or their 
elevator companies have bought grain from members and 


from non-members and have stored graine 
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"Grain so purchased has been hedged through the 
facilities or the Winnipeg Grain Exchange in which the 
pools have held and still hold memberships, and has 
eventually been sold for the account of the pools or the 
subsidiary companies concerned, 

"The Saskatchewan pool has operated, and still 
operates, a grain export department through which it buys 
wheat which has not been produced by members of the pool 
in the domestic market for sale in thevexpors market, 
This branch of the poolts business is Steadily expanding. 

"The terminal elevators of the pools have been used 
tO receive part of the grain acquired at the country 
elevators. 

"The pools have not shipped all grain from their 
country elevators to their own terminal elevators, some 
has been divereted to other concerns or to milling com- 
panies in cases where a premium could be obtained for such 
diversion. 

"At their terminal elevators, the pools have 
received grain from other operators and other shipperse 

"Since the establishment of the Canadian Wheat Board 
in 1935, the pools have operated, to the extent preseribed 
by the applicable laws and regulations, as directed by the 
Board and as agents for the Board. 

"Wheat and other grains purchased by the Wheat Board 
from growers through the elevator Operators are sub- 
sequently sold, in some cases, by the board to pools 
and line companies who make the purchase with the object 
of re=selling/at a profit. 

"In addition, the following business activities are 
carried on by or for the pools, or one or more of them, 


by subsidiary or controlled companies; namely 
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'(a) the insurance business, 
(b) the business of issuing surety bonds, 
(c) the insurance agency business, 
(d) the publishing business - each pool publishes 
an official periodical, 
(e) the printing business, 
(f) the business of Owning and leasing property. 

"Apropos of the last mentioned business, the annual 
reports of the Alberta and Saskatchewan pools for the year 
ended July 31, 1944, disclose that the Alberta pool (or 
its elevator company) owns 288, and the Saskatchewan pool 
(or its elevator company) owns 422, ‘agentst dwellings. 
These are presumably rented by employees. 

"The Saskatchewan pool also owns, directly or in- 
direculy, an.office building in Regina in which it leases 
Space to third parties and, as previously Stated, it also 
owns a transfer elevator in Buffalo which is leased to 
other parties. 

"Accordingly, the pools or Subsidiaries of the pools, 
as the case may be, have from time to time during the 
past fourteen years derived profits from: 

A GG) handling, storing, cleaning, selling and 
otherwise dealing in and with grain in their country 
elevators and handling carload lots; 

'(ii) storing, elevating and Cleaning grain at 
terminal elevators; 

Ge eh purchasing and receiving grain from members 
and non-members and subsequently dealing in and with 
Such grain; 

(iv) receiving dividends and other revenue from 
wholly owned or jointly ownea subsidiaries; 


(v) receiving investment income from dominion and 
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provincial government bonds and other investments; 

(vi) receiving rents from real estate," 

Also, you will recall that one or more, or all of the pools 
do some business in the handling of coal and flour ana twine. 
Those are subsidiary. 

"Reference to the financial Statements of the Pools 
and of their respective and joint subsidiaries for their 
financial years 1931 to 1944, both inclusive, will dis- 
Close the great extent of their operations and the very 
large profits and income they have respectively made or 
earned, 

"The excess Profits Tax Act, 1940, imposes taxes 
on the profits and excess profits of every person residing 
or ordinarily resident in Canada or who is carrying on 
business in Canada, 

“®’Person' is defined in section 2 of this act to 
include "any body corporate and politic and any partner- 
Ship, association or other body'. 

"tProfitst is defined in this same section to mean 
in the case of a corporation or joint stock ccmvany, 
for any taxation period, tthe amount of the net taxable 
income of said corporation or joint stock company as 
determined under the provisions of the Income War Tax 
Act in respect of the same taxation period! and texcess 
profits! is defined to mean profits in excess of tstandard 
profits’, The amount of such standard profits is 
determined, or is subject to determination, according to 
certain provisions of this act, 

"Accordingly, there can be no "profits' or texcess 
profits! to be taxed under the Fxeess Profits \Taxi Act 
unless there be taxable income. To the extent that from 


year to year, since this act came into Operation, the 
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pools and their subsidiaries have had taxable income, 

they have also had 'profits!t and, subject to the amount 

of their ‘standard profits', they have also had texcessive 
profits', and they have been and are Still liable for 
payment of excess profits taxes thereon 4 

"In some quarters it has been argued that the pools 
do not make profits within the meaning of the Income 
War Tax Act because they operate exclusively for and on 
behalf of their members and only for the purpose of 
making savings for such members. There are also suggestions 
that the pools cannot make a profit because, in some 
mysterious way, their operations amount only to dealings 
of members with themselves and that one cannot make 
& profit by buying from or selling to himself, 

"It does not scem appropriate in this brief to devote 
much time or space to considering these arguments or 
Suggestions as they can have no possible application 
to the pools or their operations. 

"Since 1930, there has been no trustee or agency 
relationship between the persons who have been for the 
time being 'members*® or Shareholders, and the pools or 
any of their subsidiaries, These corporations have 
functioned at all times as separate legal entities, 
carrying on trade and business for their own account and 
risk. When they have bought a memberts grain, it has been 
bought without reservation and under no obligation or duty, 
express or implied, to account for its subsequent use or 
disposition. 

"It may have been the intention of the pools at all 
times to make money for their members. It is always the 
-intention of a joint stock company to make money for its 


Shareholders but it has never been suggested that such an 
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intention operated to create an agency relationship, or to 
make the company a trustee, with or for such Shareholders, 

"Actually, there is no basic difference between the 
ordinary joint stock company and one of these pools, 

In the case of the former, there are shareholders who have, 
or whose predecessors in title have, contributed money to 
the company as capital, whereas, in the case of a pool, 
there were members (many of whom are not now members) 

who contributed necessary capital in the guise of 

elevator and commercial reserves, to the pool and there 

are present members who sell their grain to the pool 

and thereby provide it with the means or facilities for 
making a profit, of which such present members hope some 
time to obtain a part. 

"In any case, the intentions of a corporation in res- 
pect of the handling, distribution or application of its 
profits have no bearing upon its taxability in respect of 
Such profits. A company which nye bO give all its pro= 
fits to charity and which actually does so is neverthe- 
less taxable in respect to such profits, except to the 
limited extent that its donation may be deductible 
under Be rses ordy1 8) ae of the applicable statutes, 

"As for the doctrim of ‘mutualityt there has never 
been, since 1930, any semblance of identity between the 
pools or any of their subsidiaries and any members The 
member's position in relation to the pool es the sub-= 
Sidiary cf the pool with which he transacts business 
is that such corporate body is a separate and distinc 
legal entity over which he can exercise, through his vote 
only, a minute measure of remote control," 

Those are subsidiary Operations, 


"Relevant Details and Particulars 
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(1) On September 30, 1944, the Saskatchewan and 
Manitoba pool elevator companies announced that, effective 
October 2, street buying spreads would be reduced from the 
rate of three cents to one cent per bushel on all grains. 
These Companies further announced a reduction in handling 
charges on farmers car-lot shipments to one quarter of 
one cent per bushel on wheat, Oats, barley and rye and 
One OenL per bushel on Tlax.’ THe Alberta Pool adopted a 
Similar policy on October 7 to become effective on 
October 10. The former tariff of elevator handling charges 
on car-~lot shipping was one and three-quarters cents per 
bushel on wheat, barley and rye; one and a quarter cents 
on oats; and three cents on flax. Pool customers were also 

advised that adjustments would be made retroactively 

on the basis of these reduced charges in respect of all 
grains handled between August 1 and October 2, 1944, 
These reduced charges are not sufficient to cover the 
actual costs of rendering the services involved, 

"It is obvious that the farmer will patronize the 
elevator at which he obtains the highest price or the 
lowest handling charge. Consequently, to remain in 
business, all line elevator companies and the United 
Grain Growers Limited had to put the reduced charges 
into effect regardless of the fact that the services 
rendered mnst be performed at a loss," 

MRy PORTER: I should like to interrupt at this point. 
I raise, for the Commissionts consideration, what to my mind 
is a very serious objertion to this form of procedure, 
Here we find a statement of fact, or what purports:.. to be 
a statement of fact, and I suggest that this witness 
is not qualified in any way to make that statement. That 


is, essentially, a controversial fact that only an elevator 
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Operator could state, This association somes here, and it 
reminds me very much of what happened in my boyhood days, 
when we were throwing chestnuts. Once in a While some fellow 
would fill his pockets with chestnuts, and when the fight was 
On would place himself in front of a drugstore window so that 
we could not fight back at him, It seems to me that that 

is precisely what s happening here, 

There is no one here who can speak for the companies -= 
no One who can speak for the companies this association 
represents with respect to the facts set out. The answer 
may be that the Commission will not regard these statements 
as proved, ? 

THE CHAIRMAN: That situation was very fully explained 
in the evidence of the three pools which has preceded to-day'ts 
proceedings. 

MR. PORTER: Their view was fully explained, yes. 

THE CHAIRMAN: They say that it is done below cost, 
and that when the whole system is considered, and the manner 
of handling. erain. is regarded, that it is untrue that they 
Carry. 00 ab a. loss. t understand it that way. 

MR. PORTER: But here is a conclusion. I do not know 
how the commission is going to handle this -=-- 

THE CHAIRMAN: You know, Mra Porter, how many conclusions 
are See Cub. in pleadings, although they may not be established, 

MR. PORTER: But these are not pleadings, 

THE CHAIRMAN: What are they, then? 

MRe PORTER: That is what I SmceUr Ine GO. Tae OU the 

THE CHAIRMAN: Surely it is as close to a pleading 
aS one can get in a commission. 

MR. PORTER: Very well, so long as we understand it is 
a pleading. 

THE CHAIRMAN: I do not know how my colleagues feel about 
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ie Tt think that, is Clearly explained inthe evidence 
by the three pools, | 

MR. PARKER: I agree with what you have stated, Mr. Chair- 
man, but I think perhaps my learned friend Mr. Porter may be 
under some misapprehension. Aaa oadiaty oth & paragraph 
just read is an allegation that the companies were operating 
at a loss, not the pools; is that correct? 

MR. HOWARD: Yes. 

MR. PARKER: If that is what it intended, then it is 
quite different from what Mr. Porter was saying, or the point 
to which he was addressing himself. I understena that Mr. 
Howard is not alleging that the restrictions in charges 
resulted in the pools operating at a LOSS et.e00. He has 
said, because they have had to follow suit, the line companies 
are operating at a loss. He may be able to prove that; 

I do not know. 

MR. PORTER: It says that they had to put reduced charges 
into effect. 

THE CHAIRMAN: The brief uses these words, "Regardless 
of the fact that the services rendered must be performed at 
4 loss." | 

MR. PORTER: Yes, I see that. 

THE CHAIRMAN: That is, by the line elevator company. 

MR. PORTER: Then surely someone who knows what he is 
talking about should say that, and should be subjected to 
examination. 

MR, PARKER: Mr. Lamont is here to answer that, when 
the time comes. 

MR. PORTER: I say that because there are factors which 
may make that statement unsound, 

THE CHAIRMAN: Quite true. 

MR. POREHR: I am not particularly concerned with the 
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statement just read. At this point I wished to make our 
position clear, that is all, : 

THE CHAIRMAN: Then Mr. Howard may proceed, 

MR. HOWARD: The brief continues as follows: 

"The grain handling industry operates under rules 
and regulations and maximum grain handling tariffs fixed 
by the Board of Grain Commissioners. Each year a grain 
handling agreement is negotiated with the Canadian Wheat 
Board. Neither of these government bodies allows any 
more scope for profits to elevator companies than it 
considers reasonable because government policy is to ensure 
at all times the maximum return to the SrOwerse | 

"Negotiations were initiated in the late summer of 
1944 with a view to fixing the handling charges which could 
be made in respect of the current (1944-45) crop by 
elevator operators. The pools and members of this | 
association participated in these discussions, In August 
1944 the rates which could be charged were arrived at, 
These were then approved by the governor in council and 
confirmed by agreements between the Wheat Board and the 
Pools and other elevator companies respectively. The 
rates thus fixed were obviously fair to the growers in 
August when the agreement was voluntarily entered into 
and signed by the pool elevator organizations, so they 
were just as fair a month later, Nothing had meanwhile 
transpired to alter the situation, Yet, within a month 
of the time of signing the Wheat Board handling agreement, 
the pool organizations reduced their handling charges 
to a point which will not meet the cost of the service 
rendered. 

"Subsequent to the public hearings of the Board of 


Grain Commissioners and pursuant to the provisions of the 
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Canada Grain Act, the three pools filed tariffs of charges 
at the maximum rates with the Board of Grain Commissioners, 
They operated under these from August is, 60 Ootoher i, 
with the exception of the storage rate for which they 
made a.charge of 1/55th of.a cent per bushel per day in- 
stead of the maximum rate of 1/50th of a cent per bushel 
per day. 

"We refer to the 1944 report of United Grain Growers 
Dit bed, pages 17. 18 andii90, This company is not a member 
of this association. Following is an extract from page 19: 

"tThe Canadian Wheat Board is the only body 
permitted by law to purchase wheat from producers 
in Canada, It acts through agents for which it must 
beytinally ee in all matters affecting 
price, The Canadian Wheat Board Act requires, iAtato 
see all Dr eiupere of wheat receive the same prices 
for the same grades. That is not being done, The 
Wheat Board will find it necessary, sooner or later, 
to insist upon uniformity of treatment of farmers 
by its agents. 

"tIn any event, the present basis of handling 
street wheat cannot continue for very lone, Ilthas 
been made possible only because elevator companies 
have been receiving large revenues for storing wheat. 
Such storage charges, for more than a year, have been 
paid largely by the government of Canada, on the wheat 
it took over for government purposes on September 27, 
1943, Revenue from that source may disappear toa 
large extent in the fairly near future, when western 
wheat is shipped out to fill requirements in Britain 
and other countries overseas,! 


"The drastio reductions brought into effect by the 
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pools will, if continued, result in: 
"'(i) The elimination of taxable earnings Of aiien- 
gaged in the business; and 
(ii) The eventual destruction of their competitors 
in the grain trade and the consequent creation of a 
grain handling monopoly for the pools. 
(2) The Saskatchewan pool has recently acquired a sub- 
Sidiary to engage in the live stock business and has an 
ambitious programme for still further wide expansion 
of its business and activities as witnessed by an article: 
appeariny in Wes totic ial organ, the Western Producer, of 
26rd November, 1944, entitled Cooperative Developments. 
In this an expansion programme of $2,500 , 000 is disclosed, 
"This artiole states that a new development is to be 
located at Saskatoon where a twenty-one acre site has 
already been acquired and that the first unit to be develop- 
ed will be a two-expeller vegetable oil plant. In addition, 
the expansion programme calles for:" 
MR. PARKER: Was that article put in as an exhibit? 
MR. HOWARD: Yes; in any event, it is quoted in the 
enntal report for iLo44, 
MR. FILLMORE: I have it here. 
THE CHAIRMAN: I believe it was put in by Mr. Wesson, 
was it not? 
MR. MILLIKEN: This is in the Saskatchewan brief -- 
not the artiole itself, but a statement of it, 
THE CHAIRMAN: Is that the article which was submitted 
to Mr. Wesson? | 
MR. FILLMORE: I submitted it to him, but it was not put 
in at the time, 
MR. PARKER; if it is to be summarized in the brief, 
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or it may not be a correct Summary; I do not know. It does 
not purport to be a quotation, 

MR. MILLIKEN: I take it you are not putting it in on 
the assumption that Mr. Wesson has proved it. You are merely 
putting it in as a copy of the paper. 

MR. HOWARD: Yes. It is listed in the 1944 annual report 
or the directors, 

THE CHAIRMAN: Would you identify that, through the 
witness? 

MR» HOWARD: I shall do SO, when the registrar returns 
to the room. The brief continues: 

"*(i) The construrtion of a plant for the production 
of glycol from wheat, capable of handling 2,000 bushels 
per day and using the process developed by the National 
Research council. 

‘(ii) The construction of an up to date flour milling 
plant, the capacity of which will be determined by the 
BDEELLY SO distr pute through cooperative chanels in the 
western provinces, 

(iii) The construction of suitable grain handling 
facilities designed to handle flax as well as wheat 
and other grains, and equipped to receive and Snip srains 

'(iv) The construction of a plant for the pro-~ 
duction of starch from wheat and other grains, part of the 
production of which will be used as the raw material 
for the production of glucose, etc. 

"(v) The construction of adequate warehousing 
facilities to serve these plants. 

'(vi) The establishment of a food mixing plant 
through which the by-products of the various units in the 
development can be processed into prepared foods for 
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"This indicates what can be done by an organization 
which is not required to pay its taxes. What is withheld 
from the federal treasury can be used for almost unlimited 
expansion, even in time of war, 

"(3) As-an illustration of what x oes be achieved 
by the application to corporate purposes of untaxed 
profits, the following is quoted from the issue of January 
15, 1945, of the Alberta Wheat Pool Budget, the official 
organ of the Alberta Wheat Pool: 

"Wheat Pool Accomplishments 

"At the final session of the Alberta Wheat POOL 
delegatest annual convention in Calgary last November, 

Ne Us vPurd7 General Manager, gave a complete resume of 
Pool operations, dealing with many subjects not mentioned 
in the annual report. 

"He also gave a summary of the financial accomplish- 
ments of the Alberta Wheat Pool since 1931 as follows: 
"ti. Increased working capital from $2,672,000 

to $5,196,000 after allowing for 1.4350,000 
refund of excess charges for season 1943-44, 
and improvement of $2,574,000. 


Wt Die Acquired additional properties as follows: 
Terminal at Port Arthur .seesssee $600,000 


Bune cero at Ort A GHiUT ty ya es eames 425,000 
Country annexes eee eeueee 685,000 
Country llevators secre nce 205,000 
Agents't dwellings and other 

properties asa 208 , 000 


$2,121,000 
eee Sundry other assets increased by §$ 526 5000 
"t4, Paid off a mortgage of $1,750,000 on the 
Vancouver Terminal. 
mts, Paid $2,719,000 on account of principal and 
$2,979,000 as interest to the provincial government 


on the 1929 overpayment. 


wien Purchased at 100 cents on the dollar, elevator 
and commercial reserves amounting $l, 207,000. 
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"t?, Provided for patronage dividends of $898 ,000 
in cash and $256,000 in reserves, up to end 
of season 1942-43, 


"'8, Set aside $1,350,000 for distribution ftom 
earnings of 1943-44, 


"!9, Increased reserve holders equity by $2,693,000 

after providing for a patronage dividend reserve 
of 1,550,000 for the year 1943444, 

"*10. Reserve holders equity increased from 43 per 
cent of net clevator and commercial reserve 
deductions to 84.4 per cent (almost double) 
after setting up reserves of $1,350,000 for 
the year 1943-44,! . 

"(4) Following is an extract from an editorial 
entitled *Big businesst which appeared in the Cooperative 
Consumer of November 15, 1944; 

"eTt must indeed be encouraging to cooperators in 
Saskatchewan to know that one out of every three persons 
in the province is a member of a cooperative’: that 
practically every town, village or hamlet hag some form 
of cooperative business enterprise and that meouend tire 
services are available to meet all needs from the cradle 
to the grave.’ 

"In the 1944 report of the direotors of the Manitoba 
Pool Elevators we find the following: 

"Cooperative development in Manitoba: The ntnber of 
cooperative associations in Manitoba has inereased by 
two hundred and twenty-nine during the last six years; 
a period coterminous with the growth of the study group 
movement. These eae serve in the fields of 
grain handling, live stock, egg and poultry, milk 
distribution, butter and cheese production, honey, 
vegetable marketing, credit unions, consumer buying, 
hospital service and miscellaneous,'* 


"Actually there is no limit to the businesses and 


ventures in which the pools may engage if they are 
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allowed to continue to earn, free of tax, the profits 
of millions of dollars which they have made in the 
last fourteen years, 

"Should there be a continuation of the unfair ¥ 
competition which they can provide because of their 
paying no taxes, the line elevator companies generally 
will ultimately have to sell out to them or re- 
Organize in such manner as to avoid taxation. 

"It is significant that the trend toward carrying 
On business in the cooperative form, or what is claimed 
to be the cooperative form, is rapidly accelerating 
during a period when the expansion of ordinary private 
enterprises has been limited and restricted by high 
taxes and by orders in council and regulations of 
wartime administrative bodies, The latest report of the 
Dominion Bureau of Statistics reveals that the dollar 
volume of business transacted by cooperatives, whether 
real or so-called, increased from the huge figure 
of about $250,000,000 in 1942 to over $350,000, 000 
in 1943 -- about 40 per cent in one year. This indi- 
cates that tax-paying private enterprise is falling 
behind in the struggle for existence. The primary cause 
is taxation. Obviously, as private enterprise loses 
ground, the ranks of the taxpayers are weakened and 
depleted, 

"According to a recent press report; ‘one of “the 
pools has indicated that, if they are not going to get 
exemption from itcome and excess profits taxes, they 
will conduct their businesses in such a way that they 
will provide no income or profits to tax. 

"Their recent reduction of charges for elevator 


Services is indicative of a decision to adopt this course, 


5 
| ee wk 7 ae 


7 : ; —. . 


pedir, eather! ‘aehognas wget 
u iin pie aye Hee apie 


Oe ae Seong tae ai 


Baberhente peer nee ie fe Bare ‘wal. ai Phi 


a 7 
.4 : K 


HAS near at et aoe +o AE, Sok han ote ae al a 


| tcaer ats gree ae oh lar 
hast ice fee tt Kee iG Lee, | ie, jt ‘Reet eee pot mile 


" Be 
bev a 


ny SS 


EE SRS Cb tks hie is id Ane wait ers 7 


’ Lye 
fee |e ga ee tae 


eae AW nt : | md ty 
hapa, eek ee: Pain a ria 3kD4 ers ‘oe hs si al oat ‘a a in 


| cas Pikcay ; a 
. ; a a: Oph fe aa oe ~~ 


ir 2 7 ey > : ee 
Oat Pree a Pe ee - To ee ty ie, tt - 2 i Woe ny Piglet » hate 


i | 7 | 
0 ran ery : bo ny 1 — a . F 4 my pat 
eveliiss Shed ae is Et Seas trade ee iat si v7 uous oN As 


4 cu + oe 
Le tig aie i i ce Anal ‘ i : 7 
Smee SRS Mh dd es ye Wee eee was Laneotel ae heesS : 
et os ta ; f ‘ Late ey : : 
' ; F ow “ ae : i ' 
ea ‘ a 9” P aes fog foe LO ¢ fe ) 
' ESS ee Fire val ti | «he aw rw iG i io, © uC ot i ety i Bi t od nse te 
: ; . . ae 2! y i ' ae 
- oil of : es 4 im eH . 4 _ P i“ é 
i. pia 5S 4 Ais HibiA 1° an ar , — im ya oe ew ‘ven, Oe . » Of at . . : 
oe j pe a fe iM ® r 
. . & ui 
; i bik ¥, ‘Sg ee ) =) ce Pp he at AW tr rie 7 a re tie Ket: e 9 uae woe ee bye sia 7 Y 
; 3 ~ ie ° an re wir : 7 
; ; Up ' § 
‘ vo ( , a hd a. Paes ey) ¢ : ; 
i Pe oe a a “rt 14° j re 4 are “ih? aA yh oe on a eH 
; i 
d : 2 Ap a 
Reenisharca: ee ; y i ist : ° . oy (ie Pap it - 
ce te Pr cvn 34 + ee cao roa (ve thak Vitetn | wie) Bye pnt ban 
~~ ee A : ie : 
Serine (tip ite Cece. wth? il See: Saree yh ema 
’ , 
5 iu ey ak? ? a: fre ‘ : sotieean 
et * 
' $ ‘i = < 
ve * e Watal ae on!) Mis vas) 
‘ ly t a4 a . ‘ri iy “ 
et 2 ia aR e 
” vay : . 
r ti 4 Ae Fa 
er ; 
i. . Hhikete S96 pe' y a) SME Hae a? Lae Se 


, ; Ne i y i . 

oe) a ) es f % 

iieu en }, we sti) ee ite os oa Pi J toe ® sd eee 
at Ake nae eh ae p. hh eae rh ap Y a = ya, bn 7 AS gee ay yr" 1:3 th of a Twors a 
; 
hh ~ H i 
a ives 43 i 2s ire yer pase by ihe 7 y 
i 
a és, 1 dit , , -_ tb 
7 NS eo ee Jihate ink nD penta oni ile cogil me Nae rele 9 > ec Ouat 


y 
ee 


-73350- 
: Mr. Lamont 


at least for the time being. It may be that cooperatives 
have the right to use this method of doing business, 
although the adoption of such a policy would seem to be 
unwise and, in time of war, most prejudicial to the pubic 
interest. 

"A private enterprise, as distinguished from co- 
operative enterprises, can hope to survive in the face 
of this type of competition only by using up reserves 
which should be kept intact and available for the post 
war reconstruction period and for legitimate expansion 
and development. Once such reserves are used UD ; 
private enterprises will be unable to continue in business 
and the cooperatives will have the entire trade to them= 
selves, 

"(5) By virtue of paying the taxes they owe, our 
members) are; in) effect, providing Doe Of they cost...of 
all the various public services which the pools need and 
use for the carrying on of their respective businesses 
and part of the cost of carrying on wars which are as much 
for the protection and preservation of the pitas and their 
members as they are for the protection and preservation 
of the other citizens and institutions of Canada. 

"in, short joes Long as: the poole doiwmot pay their 

taxes, all those who do pay are supporting the pools 
and aiding and assisting them in business. Ast apresult, 
our members are being required to support and maintain 
competitors whose policies are designed to eliminate such 
members from the grain trade. 

"The comparative position in relation to taxation 
under the Income War Tax Act and the Excess Profits Tax 


Act of Persons engaged in any line of business in direct 


competition with the pools. 
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General 

"We now come to paragraph (c) of section 1 of the 
order in council: 

"The members of this association are engaged in the 
same line of business as the pools and are in direct 
competition with the pools, 

"Speaking generally, the comparative position in 
relation to taxation under said acts, of our members 
and the pools, can be summed up as follows: 

"(i) Neither the pools nor their subsidiaries 
have been paying income or excess profits taxes under said 
acts. Our members have been and are paying such taxes, 

(li), By virtue of non-payment of these taxes, the 
pools have derived from their Operations large earnings 
which have been applied to paying off indebtedness 
and interest thereon (notably indebtedness and interest 
to the governments of Alberta, Saskatchewan and Manitoba) 
to the acquisition of capital assets and to the expansion 
of their businesses generally. 

(iii) Eleven line and terminal elevator companies 
which handle approximately the game quantity of grein 
as the pools, have, for the period 1930 to 1944 (both 
inclusive), paid or are liable to pay income and excess 
profits taxes to the dominion government aggregating 
$14,699,000 in respect of income and profits derived 
from carrying on their business as operators of grain 
elevators in competition with the pools. 

"(iv) An estimate has been made of the amounts of 
income and excess profits taxes which, based on their 
published financial Statements, are payable by the pools 
for this same period, Schedule D hereto discloses the 


calculations made for purposes of such estimate and 
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indicates that the unpaid taxes of the pools for such 

period, apart from interest thereon and penalties, 

if any, aggregate the sum of at least $21,532,001. 

Note: "The amount stated in the foregoing paragraph 
(iii) includes the portion of excess profits taxes 
prescribed to be refundable after the termination 
of the Wale 

"The estimate referred to in said paragraph 
{iv) has been made on the assumption that interest 
paid by the pools respectively upon indebtedness 
to the provincial Sree Cane meee is deductible for 
tax purposes which may not be the case in respect 
of one or more of the pools, 
The Commissionts Report 

"Under the terms of P.Cc, 8725 you are directed to 
report all facts that you deem pertinent for determining 
what would, in the pwblic interest, constitute a just, fair 
and equitable basis for the application of the above- 
mentioned tax acts bot. 

"(i) cooperatives, and 

(ii) persons other than cooperatives in respect of 
doing business analogous to coopertive methods, 
such as the making of payments commonly called 
patronage dividends, 

"We assume that the word "cooperativest as used above 
has the extended meaning given to it by the earlier 
provisions of the order in council and that, therefore, 
you are expected to report the pertinent facts for 
determining a just, fair and equitable basis Tor che 
application of such tax acts to the pools and their 
Subsidiaries, all of which claim to be organized and to 
operate on a cooperative basis, 


"We submit that among the facts which we have 
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disclosed, the following are pertinent for such deter- 
mination in respect of the pools and their respentive 
and joint subsidiaries," 

MR. PARKER: Would my learned friend tell me if he is 
suggesting that the facts enumerated at pages 40 and 41 are , 
in his opinion, proved before the commission; or are they 
mere allegations? 

MR. HOWARD: In my opinion those are supported by proof 
before the commission, with the exception of No. 7, which still 
remains to be proved, and which will be proved by a witness 
who will be called, 

MR. MILLIKEN: Frankly, I must say that this seems to 
be a most confusing procedure to anyone who is trying to 
distinguish between the pools and their subsidiartes. For 
instance, I notice at the middle of page 58 the following: 

"By virtue of non-payment of these taxes, the pools 

have derived from their operations large earnings ++" 
AO SO Ors I do aot know whether my learned friond is 
distinguishing pools from subsidiaries. The Saskatchewan 
pool has already shown the commission the only conceivable 
income it has is the interest on its commercial reserves, 
I do not know whether my learned friend is trying to make 
a distinction, but further back in the brief the same thing 
applies. Infact, we find it all through the orger “and 
particularly where reference is made to the Tach thatthe 
Supreme court case deals with the pools. That is quite 
correct; it deals with the pools; it does not deal with the 
elevator companies at all, 

This brief is most confusing to me, because TI do not 
know when my learned friend means one or both or either, 

He so often uses the word "pools" as obviously including 


elevator companies, 
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MR. HOWARD: At page four of the brief I tried to foresec 
this difficulty where, in the second to last paragraphs on 
that page I say: 

"Socalled cooperatives whiuh are engaged direotly 
or through wholly~owned subsidiaries, in the business of 
Operating grain elevators are three organizations, 
generally known and herein usually referred to collectively 
as the pools and respectively as the Alberta Poot. ine 
Saskatchewan Pool and the Manitoba Pood." 

So, when I refer to pools, I am not separating them out; 
I am not separating the body from the parts; I am speaking 
of the whole organizationg, 

MR. MILLIKEN: We insist they are all one organization, 
too; I do not know whether you agree with that or not. 

MR. HOWARD: To have made that distinction all the way 
through would have created complication, 

MR. MILLIKEN: Probably so. 

MR. HOWARD: 

"l. These organizations are each and all corporate 
bodies and, as such, legal entities, separate and distinct 
from their members and Shareholders, 

"2e Such of these organizations as transact 
business direct with member-growers also transact business 
of the same kind and on the same terms and conditions with 
non-members. This, they are bound to do because, as 
previously stated, they are licensed operators of public 
elevators. 

"SO, : The principal, business dealings of the pools 
are ordinary commercial transactions of purchase and sale 
of grain (except latterly y, in respect of purchases of 
Wheat and flax, which are all made as agents of the 
Wheat Board)and of storing and handling grain. The pool 


organization concerned neither incurs nor assumes any 
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Mr eLamont 
obligation to pay members the proceeds of grain pur- 
chased but simply acquires such grain for the account 
of such organization, except during the past few years 
when most purchases from growers have been for account 
of the Wheat Board, 

"4. Subsidiaries which do not transact business 
direct with pool memberg,such as the joint subsidiaries 
Canaddan Pool Agencies Limited, and Pool Insurance Company, 
are ordinary commercial organizations, carrying on business 
for purposes of gain for the benefit of their Shareholders, 
Che "pocLse’. 

"Se The Pools and their subsidiaries have during 
the past fourteen years been carrying on trades. and 
businesses of extended scope and wide variety with a view 
GOVDrols bs» 

"6. Although liable therefor, the pools and their 
subsidiaries have not --" 

It will be noted that I use the words "although liable there- 
Or ie. VS Tov a fact. It is simply an expression of 
opinion, naturally. The brief continues: 
Maes Utahns the last 14 or 15 years been paying income 
taxes which are exigible in respect of their incomes under 
the Income War Tax Act, nor have they been paying excess 
profits taxes in respect of their profits under the 
Excess Profits Tax Act, 1940. 

"7~ An estimate has been made for us that the 
arrears of taxes of the pools and their subsidiaries under 
these two acts aggregate at least $21,537,001 exclusive 
of interest thereon and of penalties, it any, 

"8. Through the retention and employment of large 


amounts of money which should have been paid in taxes, 
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the pools have all greatly reduced their debts and 
interest charges, have expanded their memberships and 
substantially improved their competitive positions to 
the serious detriment of their competitors who have 
meanwhile been paying income and excess profits taxes and 
have had available for similar purposes, in years when 
their operations resulted ina profit, only that residue 
of their earnings which remained after paying such taxes, 
"9. The fact that the Department of National Revenue 
has’ not enforced payment of income and excess profits 
taxes by the pools throughout the past fourteen or fifteen 
years--" 

This is a fact which is not proved; it is our assertion. 
"-~-~(and by their respective and joint subsidiaries Since 
they respertively commenced operations) has been pro - 
Judicial to the national interest and has involved 
discrimination against all taxpayers. This discrimination 
has been most marked in respect of our members as they 
are under the necessity of directly competing with the 
pools who are thus, in effect, subsidized and financed with 
public funds, 

"10. Further delay in assessing and enforcing pay- 
ment of all arrears of income ana PLOSCSS Drorits taxes 
due by the pools and their subsidiaries and in enforcing 
prompt payment of such taxes from now on as they become 
due will greatly aggravate and intensify the elements 
of prejudice to the national interest and of discrimination 
against other taxpayers which already exist, This will tend 
to speed the elimination of competitors of the pools, 
because such competitors, being currently required to pay 
and having heretofore been obliged to pay their taxes, 


will not have this tax money in hand to use in maintaining 
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and carrying on their businesses. 

wiley The Yecent action of the pools in reducing 
handling charges below the cost of rendering the services 
involved is detrimental to the public interest because, 
first, it will operate to reduce to negligible amounts the 
income and profits which would otherwise be earned by the 
grain trade, and the taxes which would otherwise be payable 
by thes trade, and second, continuance of these reduced 
rates will drive private enterprise out of the trade, 

"12. The inevitable consequences of continuance of 
the conditions mentioned in the foregoing paragraphs will 
be that only the pools will survive, thus acquiring.a mone 
opoly of the grain trade, 

"15e Our system of income and GxXCess prorits tax- 
ation will collapse and a totally new system of taxation 
will have to be devised if competitors of the cooperatives 
become incapable of making a profit from business oper- 
ations and are, as a result, driven out of business. 

"Patronage Dividends 

"In wlew of the referengé’ in the order in council 
to tthe making of payments commonly called patronage 
dividendst and of the fact that such payments have been 
made by the pools, we beg to submit our views as to the 
pertinent facts regarding them, 

"These payments should not be allowed to the pes 
OF any of their joint or respective subsidiaries as 
deductible expenses for tax purposes for the following 
reasons, namely: 

wrth) They are merely distributions of profits made 
by the paying organizations to their respective members 
or shareholders’ 


(Ji) “The relationship to the paying organization 
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to do with, and does not alter or affect, the nature 
of a patronage dividend, This is determined entirely 
by the source or OPLei nolL the payment 3 

(iii) All these payments originate in and are 
exclusively derived from the aggregate profits of the 
paying organization; 

(iv) No such payment is a disbursement or expense 
Which, to use the words of the Income War Tax Act, 
is 'twholly, exclusively and necessarily laid out or 
expended for the purpose of earning the incomet of 
either the then current taxation poriod’ or of any: 
earlier taxation period; 

(v) This being so and as such a payment is not 
expressly deductible as an expense for tax purposes by 
the paying organization um er any provision of the 
Income War Tax Act, the amount paid cannot be.deducted 
at all Tor tax purposes in respect of any period for 
purposes of calculating the taxable income of the 


paying organization;" 
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(vi) Any change in said Act which woyla make Such pay- 
ments deductible expenses for purposes of calculating 
taxable income would necessarily have to be applicable 

to all businesses and would operate to enable all tax- 
payers engaged in business to vary the amounts of their 
taxable incomes at will from time to times) In time sof 
high taxes, that is, when the government urgently needs 
tax money, prodigal payments of patronage dividends could 
be made by taxpayers at little or no cost to themselves, 
The cost would be borne by the public treasury. In times 
of low taxes, these taxpayers could restrict or eliminate 
the payment of patronage dividends and thus build up their 
Surplus accounts at small cost to themselves; 

(vii) The amount of income and profits taxes collected 

in any taxable period would thus come to depend not so 
much upon the amounts of the earnings of business organ- 
izations as upon the amounts of patronage dividends paid 
in that period by such organizations, in their discretion; 
(viii) Even if such payments are or were taxed in the 
hands of the recipients, their exemption from income and 
excess profits taxes in the hands of paying organizations 
would result in a substantial diminution in the aggregate 
amount of taxes paid for the reason that paying organiz- 
ations in the highest tax brackets would be Stimulated 

by high tax rates to make such payments and recipients, 
if they paid taxes at all, would usually be subject to 
tax at much lower rates; 

(ix) Hence, the allowance of patronage dividends as a 
deductible expense for tax purposes would operate to 
destroy our present system of collecting taxes, on the 


basis of ability to pay, in respect of income and profits 
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derived from business operations, 

"In connection with the foregoing statements, the 
following particular points are emphasized, namely; 

(1) No pool organization has ever had, as at the time 
of declaration or decision by its directors to pay a patronage 
dividend, any obligation or liability to its members in re- 
Spect of any grain previously bought from Such members respec- 
tively, Or in respect of the proceeds of Such grain, if or 
when sold, 

(11) All pool patronage dividends have been paid out of 
earnings or profits previously received or made by the paying 
organization without any regard whatsoever to the various 
diverse sources from which such earnings or profits were 
derived, 

(iii) Pool earnings and profits from which Such patronage 
dividends have from time to time been paid have come, for 
example, from profits on export trade, interest on invest- 
ments, profits from trading in grain with members and non- 
members, dividends from Subsidiary or associated companies 
and charges for the storage of wheat, including, frequently, 
wheat carried over from previous years, 

(iv) It does not change the character of the distribution 
of pool earnings or profits to call the payments 'patronage 
dividends! or 'Savings! or ‘excess charges refunds,! they 


Still remain divisions and distributions of 'incomet, 


Legal Grounds 
"The legal grounds in Support of our representations have 
been disclosed in this brief in Summary and abbreviated form. 
To the extent that it seems to be expedient as your hearings 
proceed, or if you so request at any time, we shall submit 


Supplementary legal arguments and references to authorities, 


_ 
ans 


vgs 

Vo, 

pm 
be 


= 
a 
7 
“A 
_ 


iy J io i ‘a. 
ve s a Pas " 1 , f ~ of AP Hi we 


i sages aga: ap bey seg ag 
ae rad ia Bram), \ ite Bey Lonett gieugeaetty 7 


ay y 
vical cea > AM ues fe SiN eS es te te 
2 ie i ae ve) . 


| he oy 4@ mk 7. al ono eg 
Bun DREN Fee? tee BEY raids yeaa ‘ 


iz 
a 
rad 
o 
Aa 
“a 
RG 
ae 
38 


an 
ge 


=uk , — 


Wien vip BOC rity Se Ove * ‘ ° Mite HE) 
Peta iy Hove a 


Ail A a mee 4 
wt Brat Sea Me Wiel ad BR ue? ET fe | 5 a ee ew 
evt s) rig ie bs ae ag me ie hen “3 : ; 


oh 
1 i 


mg bin! eget i, oes oe 


sis ory mitt ‘sot oynit aan 


ae > ree Ae As | he E 
yn sa a Holi: roe cm ae ie “A oy oe at rand 


uw Peete eel Oss a fas £0 C oe oper . “3, 1088 ia 


Er. a t Lf 4, 5 - 5 S 
+ 


ai hie 


«7 
ye 


iat 


MERIDA HE SRW Et a: 


Bs a Kear? not na 
fects Py: + ae ! st - . 
Soe ah RRC A A AS Ree a 
am racy ee fF at iioas, 2 ot WERE ape Ses hi ess rte. “bea hee a . 
ate 
Th Sen ae ee “perods on? =o wane & 
Pe EW ero: ag! he Meas Rp ee, ROT EE ioe 
‘ 4 on Ne ae heii “¢ era? — ey yo 
repay OD ty ag « shat Te vd rexeinee ® = 
; aha Mere arg . ee : . yee urs a 


cr Tank My 
uy ay 
1 “ my 


i) ca eul2 Sn ee hatess te. 1 aE ‘dom. ood aS try), 
mb Te Fee, Ft has aes Weak eerieraie eae © 

Sereda t niet. etre. ie err. ays Pa ie tre : es eqeietaial food, “a 
ach re Sat ise Waa OLS a a rea | ; 
a, t f L bce, pon Pru ry % 2 ae ie ' we ' aaah a oer : LO? sobeobite dl 


as as, 


ay Pe a Xo 
uy 


ut ther Ree eee The Othe 8 oie vith et ater 


’ 
" i‘ ve 
-, ' we aS oa Sek ee ak Se WS : ste 1 
. Th ea te fi i ae Gee r 


f ada) » : 2 
F Pris; crn ctl % 
a ee o——_ fits eee 
t 7 y we 
card Cs } Te e214 Ms et OLD, rh f f 4 r re Bor 4th 2. 
has: BOY ea Sa ’ b 
. te , Ove 4 — 4 es 
my # + ¢ 4 _ as 5 Zr We cess 4 Le 
- Lu TY BL bey 2 4 3 ryepel Lene \ oo ; a ' 
: we f b ‘ nile 


7 . “¢ r oe u eH . ‘i 
6) ae sp | Seen Yl iVre i : Ont ar <4 a4 £4) ee atem.| a3" F 
t i var cami is See mS (pede cut) OO ents oh 1S pee, e i) oe 
ahd ‘ bye tte] aa See a : 3 ae ie acl oy + ney one h. \ . a eu . - P 


Sig 


pene ' i 23/9 Oh Ghee kes ee ES ot has dea me a 7 | iat ee 
phatase. LEG, ON * 5 eee eee ih SRG ee re ey 
Tacoma ; , oa 
, a ig aa mn fn te y ? ian re) P * io ay * 
¥ ‘ as = t La bana oy r | re ~e ms Cy 3 gi 2 Pr { © » 
4 = a if ead ar ae = 


-7341- Mr, Lamont 


Economic Grounds 

"So far as concern the eoenoinle grounds supporting our 
representations, we have retained the services of John Lorne 
McDougall, Esquire, Associate Professor of Commerce of Queen's 
University, to submit his views to you. Professor McDougall 
will file a statement of such views in due course, and will, 
with your permission, appear before you in person at Ottawa 
after the submission of this brief to give evidence and to 
answer such questions as you may wish to ask him," 

Dr, McDougall's report has been filed and he is here 
avallable to appear before you. 

Our Representations 

"Based on the foregoing, we strongly represent: 

"1, That failure to enforce payment of income and excess 
profits taxes by cooperatives who operate grain elevators 
cannot be justified on legal, economic or equitable grounds 
and is detrimental to the public interest and, particularly, 
that such failure involves extreme discrimination against 
the members of this association and all other operators of 
grain elevators because they have not only to compete with 
such cooperatives for business but also have to pay such 
taxes," 

When I refer to economic grounds I should like to say 
that Professor McDougall is the person who will Supply this, 

"2, That the cooperatives engaged in the operation of 
grain elevators should pay income and excess profits taxes 
in respect of all the income and profits derived by them 
respectively from such operations, 

"3, That such taxes should be levied in respect of all 
past periods in which income or profits have been derived 


by cooperatives fror the operation of grain elevators and 
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also in respect of the present and of every future period 
in which such operations are carried on, 

"4, That the amounts of the income and profits of such 
cooperatives in respect of all past, present and future 
periods of operation should respectively be determined on 
precisely the same basis as the amounts of the income and 
profits of members of the a8sociation have been, are now and 
will be determined, as the case may be, in respect of such 
periods respectively. 

"5, That the extent of the liability of such cooperatives 
for taxes upon and in respect of income and profits earned or 
made in any past, present or future period, should be deter- 
mined on precisely the same basis as the extent of the lia- 
bility of members of the association for such taxes has been, 
is now and will be determined, as the case may be, in respect 
of the same periods respectively, and that, particularly, but 
without derogation from the generality of the foregoing by 
this special mention, no so-called ‘patronage dividends! or 
'excess charges refunds! or any other similar payments or 
credits heretofore or hereafter from time to time made, paid 
or credited in any way or manner by cooperatives should be 
allowed as a deductible expense for purposes of determining 
the amount of the taxable income “Or of the taxable DrGLIT Ee ror 
cooperatives in respect of any per. od, 

eis Vee liner: kegees WW heron oC foregoing representations are applicable 
to all subsidiaries of the cooperatives referred to, whether 
joint or individual, and to member-associations of the Manitoba 
Pool and to all other parent and associated corporations of 
Such cooperatives respectively. 

"We submit that these representations merit your unqual- 


ified approval and that your report should affirm that they 
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carry your judgment. 

"The whole respectfully submitted," 

As I intimated to you, I should like to have Mr; Lamont 
Step aside and have Mr, Thompson appear in the box to give 
information with respect to taxes, as referred to on page 38 
or the brief, I Suggest that you could then question him in 
relation to his testimony. Then Mr, Lamont or Mr, Reid or 
Mr. Hales could be put back in the box to answer any questions 


that are outside of Mr, Thompson's scope, 


Je ©, THOMPSON, 
Partner, Peaty Marwick, 
Mitchell and Company, 
having been duly Sworn, 
testified as follows: | 
BY MR, HOWARD: 
Q.- Mr. Thompson, what is your occupation? Mog am 
a chartered accountant, 
Q. And are you associated with or connected with any 
Qa ails A, Yos, Iam a partner of Peat, Marwick, Mitehell 
and Company. 
Q. How long have you been practising your profession? 
A, Since 1920, 
Q. Have you any professional relationship with any 
line elevator company? A, ~Yes, 
Q. What is that? A, We audit one of the line elevator 
companies in Winnipeg. 
Q. Are you familiar with the Income War Tax Act and 
Excess Profits Tax Act? oy ms Vos, 
Q. Have you had occasion to engage in any substantial 
amount of what we call tax work during recent VOI SY ca des NOs, 
for the past seven or elght years I have devoted a very sub- 


stantial portion of my time to income tax work and engagements 
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under the Excess Profits Pax Act. 

Q. Have you in that connection ever appeared before 
the Board of Referees? A, Yes, probably forty or fifty 
times, 

Q. Did you ascertain the amount of income and excess 
profits taxes paid or payable to the dominion Fovernment for 
the period 1930 to 1944, both inclusive, by certain line 
elevator companies? 

THE CHAIRMAN: what page is that? 
MR. HOWARD: Page 38, at the bottom of paragraph 3, 
THE WITNESS: ves, 

BY MR. HOWARD: 

Q. How many companies were involved in your calculations? 
A. Eleven, 

Q. How does the aggregate extent of their operations 
compare with the extent of the operations of the three pools? 
Ais evtias approximately the same, | 

Q. What is that approximate percentage of the total 
business that) the eleven companies do in the trade? 

A. 44,9 per cent. 

Q. And according to your information the pools! activ- 
ities are about similar in amount or extent? A. Yes, approx- 
imately the same, ; 

Q@. Those two figures add up to approximately 90 per cent, 
What type of company handles the remainder of the trade? 

A. Milling companies, companies engaged in the export grain 
business and companies whose activities, while they handle 
grain cannot be classified in that type of activity, 

Q. They have a limited -- A, A restricted operation. 

Q. Have you included any of those companies that may 


have substantial or important other activities in your 
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calculations? fen NOS 
_ BY THE CHAIRMAN: 
Q. Does that include the United Grain GYPowers? Al Yes, 
BY MR, HOWARD: 

Q. What was the amount of taxes found by you, income 
and excess profits taxes, to have been paid or payable by 
those eleven companies for the period 1930 to 1944, both 
inclusive? A. $14,699,000, 

Q. What was the source of information that you used in 
making those calculations and on what did you base your ‘cal- 
culations? A. My calculations were based on financial 
reports, annual financial statements, in some cases Supple- 
mented by tax returns, “where Tt acquired the information, 
Those statements and returns were furnished by companies be- 
longing to the North-West Line Elevators Association, 

Q. By the companies concerned? A. By the companies 
concerned, 

Q. Direst to you? A, Direct to me, 

Q. Has a statement of your calculations been given to 
the auditors of the Commission? Ay WYO 8: 

MR, PARKER: That is a statement of this $14,699,000? 

MR, HOWARD: Yes, a statement or the calculations, 

THE WITNESS: How it was made up. 

BY MR, HOWARD: 

QO, Bad yOu make an estimate of the amount of income 
and excess profits taxes payable in your opinion by the three 
pools for the same period, 1930 to 1944 inclusive? A, Yes, 

Q. Upon what records and information did you base your 
calculations? A. From statements, public statements or 
printed statements furnished to me by the North-West Line 


EBlevators Association, 
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Q. What amount did you estimate to be payable by the 
pools by way of income and excess pRorites taxes during that 
period? faegel, 537,000, exclusive -of interest and pen- 
alties and exclusive of the refundable ae of the excess 
profits tax, 

Q. Since this calculation is made on a different basig 
than the previous calculation I think you might just as well 
tell the Commission what part or what amount of that 
$14,699,000 is refundable, Hit tGle863000;, 

Q. Now, Mr, Thompson, since this brief was filed with 
the Commission we have made a correction in the amount of 
those taxes, 

MR. VAUGHAN: Could we have a similar Cigure. for! the 
$21,000,000? 

BY MR, HOWARD: 

Q. What do you estimate to be the refundable taxes 
which have been omitted from your figure of $21,537,001? 
A, $3,081,940, 

Qs Therefore, to compare like with like you would have 
to add that to the amount of DOs 55 t, OOi9 iy Whe uare ak 


Q. To get a figure comparable with the $14,699,000? 


Oy Or, alternatively, you would have to bake “orf, the 
$14,699,000 the sum of $1,286,000 if you wished to make a 
direct comparison of like with like in relation to the figure 
Br $20,537 50012 A. Yes, 

Q. Since this brief was filed we have had to make a 
correction in the amount of that tax Aiebiltty of the pools 
and also to make corrections in Schedule D which contains 
details of your calculations, JI do not Suppose that you 


would like anyone to Suspect that the corrections were 
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necessitated by a mistake in addition so will you explain 
just how it comes about that those corrections would Seem to 
be made necessary? A. The principal correction was in re- 
Spect of the year 1930-31 for the operations of the Saskatch- 
ewan Pool Elevators Limited where Le el eter PAS computa- 
tion included or had not allowed as a deductible expense the 
patronage dividend paid in that year, The year 1930-31 was 
the last year of contract pocling and in my calculations for 
1929-30 the patronage dividends were deductible as expenses 
and I felt in fairness and 21s believing that it would be 

on the conservative side that similar adjustments should be 
made in 1930-31 and the taxable income as first Shown should 
be reduced by that patronage dividend, The other adjustments 
in the later years were minor and largely comprise corporation 
taxes paid in Ontario and elsewhere which in the operation of 
an ordinary commercial company would be allowed as deductible 
expenses, 

Ov Then, in other words the correction was on the basis 
of later information that you obtained, either as to the 
Status of patronage dividends of the Saskatchewan Pool in 
earlier years and as to other disbursements made? A. Yes, 

Q. Have you provided the Commission with corrected 
copies of schedule D? A, I filed. them with the Commission, 

MR, HOWARD: If anyone here has not got a corrected copy, 
there are copies available, 

BY MR, HOWARD: 

Q. Did you prepare schedule Dag amended, and now in- 
Cluded in the brief? A, yes, 

Q. That is entirely your work? Mion Var | 

MR, HOWARD: TI am not cross-examining Mr, Thompson, and 


I should like to have you clearly understand the basis upon 
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‘ 
which he proceeds in making his estimate, 
BY MR. HOWARD: 

@. How do you account for the fact, as you have just 
told us, that you allow in an earlier year the patronage divi- 
dend as an expense and yet in later years you do not allow it 
45 an expense, that is, the payments which they designate as 
patronage dividends? A, I thought that up to the year 
1930-31 wnen contract pooling ceased it was a debatable item, 
and I felt I should be conservative in my calculations, JI had 
in mind that in the year 1929-30 in the directors! PapOrG. Of 
the Saskatchewan Pool the patronage dividend was taken ag an 
expense in the calculation of taxes, I felt in fairness that 
the same treatment should be accorded to the item in the 
following year, However, after 1930-31 in my view the nature 
of the operations changed and whether or not patronage divi- 
dends should be allowed as an expense was highly debatable, 
Therefore, I made my calculations on the basis of patronage 
dividends not being deductible, {I may say that that same 
method is followed, not only by. Che pocls but an respect of 
my calculations for the line companies in order that we may 
arrive at figures which are reasonably comparable, 

Q. You say that this matter of the deductibility of 
patronage dividends is highly debatable, Is there any doubt 
in your mind as to the status of those dividends after 1930-31? 
A. Not since 1950-31. 

Q. In making this calculation how did you treat the 
interest on the indebtedness of the companies concerned? 

A, Again I had some doubt as to how to treat interest paid 
by the various pools to the provincial governments. However, 
I felt again that I should be conservative and in making my 


calculations I showed that as a deductible expense, 
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Q. In other words, if we may use the expression, you 
erred in favour of the pools? Ae YOR 

Q. Did you give effect to any consolidation in the 
making of these calculations as to the number of the pools 
and their respective Subsidiaries, or did you treat them ag 
Separate individual entities? A, I treated them as separate 
individual entities, 

Q. In calculating the excess profits taxes how did you 
arrive at the amount of standard profits? A. In the ab- 
sence of any information, as to what the pools might expect 
as standard profits if taxable, I took the factual standard, 
In other words, I took the average of the profits for the 
years 1936 to 1939 and used that as a basis of my calculation, 

Oe. thet 23s) tn conformity with the Act? Dg eo Ot 

Q. Under what circumstances would the pools or any of 
them perhaps obtain a different amount of standard profits? 

A. By application to the Board of Referees under the Excess 
PVODL oar tax Act, 

Q. Have you ipeluded dn this amount of $21,537,001 any 
amount for penalties or non-payment of taxes or interest on 
arrears? ‘ERA as 

MR, HOWARD: Mr, Chairman, while Mr, Thompson is in the 
box I wonder if it would not be more convenient to have any 
questioning of him done now and then we can recall Mr,Lamont 
or Mr, Reid or Mr, Hales if there pe any questions asked out- 
Side of Mr, Thompson's scope ? 

THE CHAIRMAN: That is quite all right. 

BY MR, PORTER: 

Q. I understand that you actually prepared and pre sented 

to the Board of Referees under the Excess Profits Tax Act the 


case of members of the North-West Line Elevators Association? 
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A. Of certain of the member companies, 

Q. They presented their case as a group? A, Pirst as 
a group representation, and then later individually, 

Q. And the part that was presented as a group was the 
part that had reference to their depressed condition which 
arose out of certain climatic conditions? Ne Yor, 

Q. They were all in the same boat because they were all 
doing bu.ciness in the same country which had suffered from 
drought and other natural disasters? As VYOs, 

Q. So that the picture was common to those people? 

A, Yes, | 

Q. It was common to their operations? AG Yes, 

Q. You prepared and presented those cases? Rae 
assisted rehab 80, 

see You were the chartered accountant in charge of that 
operation? ie Yen; 

Q. Now, Mr, Thompson, if you look at your record there 
for the standard period I think you will observe that Alberta 
had two years of losses; is that not true? Py 505 1057, 
1938 and 1939 were not there two years of losses? A, 1936-37 
@nd 1937-38. 

Q. Both years of losses? Pog.) CG, 

Q. Under the Excess Profits Tax Act you take the | 
Statutory Standard, being the average of those four years, 
and then if the business is depressed the board may take some 
other yardstick; is that not true? A. That is correct, 

Q. Now the members of the North-West Line Elevators 
Association, doing business in Alberta, in compe tition with 
the Alberta Pool, during that period of 1936, 1937, 1938 
and 19359, operated under climatic conditions which were common 


to both them and the pool, and they made representations that 
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they were depressed, did they not? A, Certain companies 
operating in Alberta, 

Q. The companies which you represented? A, Yes, 

Q. Claimed to have been depressed in that period? 
fod a he 

Q. When you made these calculations you were fully aware 
of the fact that the conditions which led the board to decide 
that cer*ain of the companies doing business in Alberta were 
depressed because of natural conditions during the standard 
period 1936 to 1939, those conditions applied to the Alberta 
Wheat Pool? he es. 

Q. 80 that there 1s not any doubt in your mind that 
with two years! losses the Alberta Wheat Pool, if taxable, 
would have an identical case for urging upon the poard that 
during that period it was depressed? Ie ecisis LO elawaallants lore 

Q. So that these figures which only take the statutory 
standard profit are not to your knowledge what the board 
almost inevitably would have to use as standard proLit for 
the Alberta pools, because if they were Pee ane and the board 
were considering it some other yardstick would be used? 

Ae Dei oprobabi lity, 

Q, Because they could not treat them differently from 
the others who were doing business beside~ them and who 
claimed and who had been found to be depressed? A, I would 
presume not, 

Q. You agree with that? All of these figures of yours, 
of course, are useless if your standard profit is changed. 
This estimate is meaningless if the standard profit is changed? 
A. Well, I do not think they are useless, 

Q. They are meaningless; perhaps I should put it that 


way. A, I have stated quite clearly that these things are 
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purely an estimate based on the facts which were available, 

Q. They are based on an assumption? A Yes, 

Q. Which you now acknowledge is unlikely to occur, 
namely, that you take a Standard profit base during the 
statutory period in which they had two years! losses? 7 
mean, let us be frank about it; your figures assume a statu- 
tory standard period? Be Yes, in, the apsence of any -- 

Q. A statutory base in the standard period? A; Yes, 

Qe'l observe that eleven of the companies handling about 
the same volume of business paid $14,699,000 in taxes, whereas 
on your estimate the pools handling the same volume are going 
EOlpayr oe le STOOL “Tao you are smiling. You are not 
Seriously urging that the tax obligation of the pools under 
this statute is represented by that figure of $21,537,001, 
ee geae a tis is an estimate based on such information 
ae 2S avaiable. 

Q. It is an estimate on the basis of an assumption that 
from your knowledge of the actual conditions you know is un- 
Sound? I put that to you. A. To the extent that the 
Standard profits have not been determined, 

Q. And when you change the standard profits to some 
other base you change the figures to something that you cannot 
forecast until you know what that Standard profit is? 

A, “Yes, that +s correct, 

MR, PORTER: Mr, Chairman, I am going to put a question 
to the witness but I am going to ask him not to answer it 
until everyone has had a chance to Object. I may be moving 


into something which the Commission may decide I have no right 


to do, 
BY MR, PORTER: 


Q. You are familiar with the awards that were made in 
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the cases of the member companies of the North-West Assoc- 
lation by the excess profits board? 
MR, PORTER: If anyone has any objection to my going 
into that, I should like him to state aie 
MR, HOWARD: You have just stated it asa fact. 
NRG PORTER” Tam putting it as a question, 
BY MR. PORTER: 


Q. You are familiar with those awards, are you not? 


@. What was the interest return allowed on the capital 
employed in those awards? a 

MR, HOWARD: I do not think the witness should be asked 
that. Whatever information he has on that he would have 
Obtained in his professional eapaciliy. 

MR. PORTER: I have no quarrel with that position. 
However, I should like to state that that evidence is avail- 
able and could be examined confidentially by your auditors, 

THE CHAIRMAN: I think that is proper. For that reason 
I will maintain Mr, Howard's objection, 

MR, PORTER: I have no quarrel with Mr, Howardts Objec- 
tion, I was bound to make that approach, I think: 

MR. PARKER: At this stage perhaps we might have some 
assurance from Mr, Howard that such information which the 
Commission requires will be furnished upon request, We have 
no such assurance at the moment, I do not think, 

THE CHAIRMAN: There will be no Objection to that, will 
there, Mr. Howard? 

MR, HOWARD: What information? 

THE CHAIRMAN: The information arising out of Mr;Porter's 
question, 


MR, HOWARD: I have no competency to promise that, 
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THE CHAIRMAN: Can Mr, Thompson give it, or any of 
your cisents? 

MR. HOWARD: The North-west Line Elevators Association 
cannot undertake to produce information regarding taxes in 
connection with individual members, 

THE CHAIRMAN: TI think we will have to leave it at that, 
Mr, Parker, We have made a request for.,it. Mr, Glassco, 
you see ~hat Mr, Porter is reterpring to, 

MR, GLASSCO: 18. Me veChed rma 

MR. PORTER: That is the best example we could have of 
SweOmestnus. Gnitpont .of ia plate glass window. 

THE CHAIRMAN: At the moment not one of the line elevators 
Peet the box, 

MN, PORTER: <I realize that, Tf Should like the Commission 
to know where to get this information because I do not think 
it springs at all from any voluntary act on the part of any 
member of the association. . This is a matter of record, 

This concerns the application of the income and excess profits 
tax acts which I think under your reference you are bound to 
examine, 

, BY MR, PORTER: 

Q. Those cases were filed in the ordinary course under 
that act, Mr, Thompson? Hee LO Sis 

Q. And are a matter of record in the appropriate depart- 
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BY MR, MILLIKEN: 

Q. Mr. Thompson, what Mr, Porter has just said to you 
about Alberta, about Alberta having two years in which they 
had losses during the standard periods iais also Grietior 
Saskatchewan, with the addition of a third yoer) of oss, tie 
it not? A. In the case of Saskatchewan Pool Elevators 
there was a substantial loss in the year 1937-38. 

Gar And: Tn1936-57) andiine1958-397 )° A. NG, not after 
the adjustments are made. There was a sma LT prorrsy 

Q. Mr. Thompson, did you not notice that as those three 
years they did not take any depreciation? A. I did not have 
Py inrorine tom on thay so. «Tl with say this, that if deprec- 
iation had been claimed in those years they would have showed 
a Oss, 

Q. Hach of the three years would have shown a loss; and 
I am now suggesting to you that from information already on 
file with the Commission it is quite apparent that they did 
not take depreciation in those three years, Therefore they 
had three years of losses instead of two, during the standard 
period? He “Lf depreciation was not taken, 

Qs I am not clear, Mr, Thompson, or I am not sure I 
follow you when you say you allowed patronage dividends in 
1929-30 and 1940-31 for Saskatchewan Pool Elevators, and 
then decided you would not allow them any more, What dis- 
tinction do you make between the patronage dividends paid 
prior to 1931, and those paid subsequently? A. I regarded 
the period prior to 1930-31 as the contract pooling period, 

Q. What had that to do with the contract dividends of 
pool elevators? A, Because in the case of patronage divi- 
dends during the contract pooling period, those dividends 


presumably would go to members of the wheat pool, 
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Q. That is exactly what happened and what has been 
happening ever since, from the evidence that has been placed 
before the Commission; they are doing the same thing to-day, 
going to the members of the wheat pool, I am curious as to 
the distinction? i, @ Recess ihat prior to 1930-31 the earn- 
ings would be distributed on the basis of the grain handled 
by the pools, according to grade and quality. 

Q. No, sir, It is the grain handled by the pool elevat- 
ors, The pool had nothing to do with the patronage dividends 
paid by Pool Elevators prior to 1930-31, any more than they 
have had since. I thought you did not understand the situation 
when you made that statement, Bw Le booved aipon sa: veatter 
1930-31 as a different phase of the operations of the pool 
than before the year of cut-off between the two, 

Q. And you overlooked the facvy wenat in Both periods it 
was the Elevator Company alone that paid the patronage divi- 
dends, and it hada nothing to do with the contract pool. You 
overlooked that, did you? Pet heresy hwo wnt ian le cmd tidls 

Q@. You did not overlook it? fy No, 

BY MR. STEER: 

Q. I do not often seek to dissociate myself from you, 
Mr, Thompson, but I should like you to make it clear that 
you had no retainer from the United Grain Growers in con- 
nection with these investigations? vege NOs 

MR, PORTER: Now, my Lord, because this information is 
confidential, and I entirely agree that it should be; -vou 
will appreciate that any attempt to break down these figures 
to demonstrate their unsoundness, by further pursuit of the 
comparative cases of the trade and the pool, is at an end as 
far as I am concerned, TI can only say to you that you will 


have to rely on something else to bring them to something 
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approaching a common basis, or to urge the other facts 
which may reduce these taxes still more below the trade 
Standard, 

THE CHAIRMAN: As far as T am concerned certainly I 
will have to rely = Someone else, 

MR, PORTER: I mean the Commission will have to edanron 
some other source of information, perhaps through its own 
auditor, 

BY MR, VAUGHAN: 

Q. Have you attempted at all, Me. Thompson, to make an 
estimate based upon the standard pong as allowed for the 
line elevators; that is, taking that as a basis and making a 
calculation for the pools? You know on what basis the 
standard profits were allowed, Adopting that same basis, 
what would be the comparable amount with the $14,000,000; 
that is disregarding for the time being the $21,000,000? 

A. I have not made a calculation along those lines, 

Q. That would be possible, would it not? That is, 
knowing on what basis the Coulpahy was deal. witht -. 409 
Axe Yes; It would, be Only an approximation, because of the 
varging circumstances and the varying awards which were made 
to the line elevator companies, 

Q. On those same conditions -- they were applied by 
the government to the pools, were they not, as to the basis 
of capital employed, and so on, and the different points 
taken into account? A. Yes, generally speakingi 

Q. They would be taken into account in connection with 
the pools as well? Pe Oman Gh ake 8 Oo. 

Q. Then taking the same basis, would it be possible 


to make up an estimate? Aw X68, I could give 1c to vous 
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MR. VAUGHAN: I wonder if we shoulda ask Mr. Thompson to 
do this, 

THE CHAIRMAN: I understand that is what we should ask 
from Mr, Glassco; that is my understanding, 

MR. VAUGHAN: Very well, 

MR, PORTER: And at that stage I would like Mr, Glassco 
to give us some Opportunity to see those ficuress ior to give 
Our audi ors some Opportunity to see them, because there are 
other allowances which we submit would be urged even in the 
event of our taxability, which would be available to reduce 
the amount, The figure which would result, in other words, 
from a comparative structure how, as Mr, Vaughan suggests, 
would result in the maximum tax picture of the Alberta F.O01), 
to which there would be other deductions which in Our opinion 
would be made by a board, It can only be an estimate, 

THE CHAIRMAN: You know, Mr. Porter, we hope to complete 
our work before the end of 1946, 

MR, PORTER: May I put it in this way, then, We have 
the right to hope you will complete the work, and I am only 
urging that this is one of your jobs. You have my sympathy, 
but I am afraid you also have the job, 

THE CHAIRMAN: We will do ‘our best I can assure you. 

BY MR. PARKER: 

Oe. osro es one Shine rt dia not quite follow through, 
In making your estimates, did you say that you worked them 
out on the basis of each subsidiary paying its proportionate 
share, or have you lumped them all under the three pools? 

A, In the case of the Alberta Pool there are no Subsidiaries, 
a8 such. In the case of the Saskatchewan Pool I treated each 
company separately: Saskatchewan Co-operative Wheat Producers 


Limited, Saskatchewan Pool Elevators, and Modern Press Limited, 
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Q. You just took three companies as taxable, three 
Subsidiaries? Hiei OS. | 

Q. What about the others? A. The others in the 
Saskatchewan Pool? 

Qo- Yes? Ay. Weld; the construction company 1s not 
operating, and in the case of the Saskatchewan Pool Terminals 
the profits earned by the terminals were paid to Pool Elevators 
and are included in my calculations as part of the earnings of 
Pool Elevators, 

Q. At any rate whether or not the amounts which you. 
have calculated are fair estimates, I suppose you would agree 
that if you did make up an estimate on the Suggested change 
of the standard profits, as has been put to you, it would 
Show @ very great reduction from $21,000,000? You are satis- 
Pac sot thes? ie (oo, 1, think 1% would: 

Q. Is there any reason why it should not be approximately 
the same as the line elevators, doing the same amount of bus- 
iness; or would there be factors which might make ita great 
deal more? ia Jt nesitate —- 

Q, Why hesitate? A. Because in the first place I do 
not know what the standard profits might be awarded to these 
companies, They could retain 70 per cent of that standard, 

Q. If it was made on a comparable and equitable basis 
with the line elevators, would you expect the result to be 
Substantially different? I assume the department would give 
the same equity to the pools in fixing their standard profits 
as they meted out to the line elevators? A. But you are 
asking me if it would reduce the figure from $21,000,000 to 
$14,000,000? 

Q. Iam asking you if you would expect that the taxes 


payable would be approximately the same, since you said they 
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were doing approximately the same amount of DUSine gs, ees 
think they would be approximately the same, | 
BY MR, ELLIOT?: | 

Q. You have seen quite a number of elevator accounts in 
different years, and the taxes imposed upon the incomes? 
Ay os, 

Q. Is it true that such taxes would vary from year to 
year anc from elevator company to elevator company, if estim- 
ated upon & per bushel basis? A, Oh, considerably, 

Q. So that some companies in some years might have zero 
taxes per bushel, Wie other companies in the same year might 
have some taxes per bushel? Ae Yes, 

BY MR, PARKER: 

Q. In calculating standard profits for the pools did 
you apply what is known as the "drop a year" provision? 
A. Yes, 

Q. Did you allow for fineness in capital employed 
during the standard period? Ay Vas, 

Q. Were your calculations exactly on the basis of a 
company which calculated its standard profits on a factual 
basis? Ae  Yos, 

Q. You are familiar with this order in council under 
which this Commission is ascertaining facts? ig oar. ob 
have read it, 

Q. And you have been following the Commission for a 
good portion of its meanderings about the country, listening 
to the evidence? OME se 

Q. Can you suggest to me how or in what way the amount 
of the taxes that might be payable by the pools, if they are 
taxable, is of any assistance whatever to the Commission in 


assessing these problems, whether it be $3,000,000, $6,000,000, 
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$16,000,000 or $21,000,000, the figure you estimate? Does 
14t make any difference in your view, and if so how? reel 
would show the comparison between the wheat pools and the 
private grain trade, 

Q@. Would it tei anything more than that one pays a tax 
at the moment and the other does not? Let us assume that the 
principle is established that the pools should pay taxes, At 
the momat I do not see that it is any concern of the Con- 
mission to be interested in calculating the particular amount 
of: the tax, Is that not for Somebody else to do? 

THE CHATRMAN: Well, is it designed to show the, Loss of 
revenue? 

THE WITNESS: ves, I think so, 

BY MR, PARKER: 

Q. That is what you think? A. In other words I have 
ascertained that the private grain trade has paid $14,000,000 
odd in taxes, The pools, if taxable, would pay & very sub- 
Stantial sum of money, the equivalent or more; and there is, 
I think, that comparative position which falls within the 
terms of the order in Counc, 

MR. PARKER: Very good, That) is 217 

BY MR, SCARTH: | 

Q@. Dealing with Manitoba, Mr, Thompson, did you take 
the local cooperative elevator associations, each in its 
individual capacity, in arriving at these figures? A. Nog 

Q. Then you took the Manitoba Pool Elevators as owing 
all the assets, did you? A. Yes. ». 

Q. Were you aware at that time that the elevators were 
individually owned by the locals? fy  odcs, 

Q. You were? -A. Yes, 

Q. So it mighc make a very great change in your figures 


if you had considered them on the basis of the individual 
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ase. = Mr, Thompson 
elevators? ae. Wall, it woyld depend on whether or not the 
Manitoba Wheat Pool as such was considered taxable as a 
Separate entity, from the local associations, 

Q. Quite. But for the purpose of your figure you 
assumed that to be true? A, Yes. In the absence of any 
information regarding the 180 locals, I had no other option, 

Q. So if you did come to the conclusion that the locals 
were taxable individually, that would make a very great change 
in your figures, would it not? TI mean, each would be entitled 
to its own exemption under the standard DrOLIGS?2. us, Vester 
would change those figures, 

Qi Mr. Thompson, did you compile the figure shown on 
page 4 of the brief, of the present value of the investment 
in elevators owned by members of this association, which is 
estimated at approximately $65,000,000? A. No, 

Q. You have no knowledge of that? A, I know how it 
was compiled, but I did not compile it. 

Q@.- Could you tell me how it was compiled? A, It. was 
compiled by an officer -- 

Q. Ido not want the mechanics of it, A. It was a 
figure ascertained by the North-West Line Elevators ASsocia- 
tion by contact with its individual companies, 

Q. Then I would like to ask you this question, Can you 
tell me how it is divided up, that is between terminals and 
country elevators? A. No; I have no knowledge of that. As 
far as I am concerned I have no factual knowledge as to the 
component parts, I simply know it was obtained through the 
officers of the association, by contacting each member company. 

Q. You cannot give ane information as to how that figure 
is made up? A. No, . 

THE CHAIRMAN: Mr, Lamont probably knows that, 

MR. SCARTH: Then I will ask him. I thought I would ask 
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Mr. Thompson while he was in the box. 
BY MR, VAUGHAN: 

| Q. On page 45 of the brief, in the representations 
made there, I read this, leaving out the odd word here and 
there: 
".~ and that particularly no so-called ‘patronage dividend! 
or 'excess charges refunds! should be allowed as a deductible 
expense for purposes of determining the amount of taxable in- 
come or taxable profits of cooperatives in respect of any 
period,” 

How would you distinguish between what is a part payment 
that is due to a shipper, and what is prorit? Are “jet both 
those elements contained in a patronage dividend? Pig dun 
patronage dividend, in my view, is a payment which is made 
etter the event; based on the unit of volume, and payable out 
of earnings, if they are made, 

Q,, That is. the method of distribution, but does not 
that payment or patronage dividend consist partly of a balance 
Owing to the shipper and partly of what might be called a 
profit or saving in the handling? A. It would depend upon 
the circumstances and the arrangements between the shipper 
and the agency or the company. | 

Q@. Is that not what happens as a rule, that there is a 
payment made, probably more under ordinary conditions than 
under war conditions, and there is a balance paid later on, 
which consists partly of what is due the shipper and also 
in that payment there is whatever saving is made through 
Baoding. What bothers me is how you are going to distinguish 
between what is due the shipper and what might be called a 
profit or saving? A. it depends, I think, on whether the 
Sompany 1s acting as a principal or as an agent, If it is 


acting as a principal and buying outright, then any subsequent 
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payment is purely a patronage dividend, If it is acting as 
an agent for resale, with the proceeds to go to the shipper, 
I think that is a different thing entirely. 

Qe Well... or course these pools or at Least some of them 
are said to be agents, you know? A, Yes, I know, 

Q. In that case how would you divide the patronage divi- 
dend bet woen a payment owing tO a shipper for his actual erain 
deliver.d, and the profit? A. It would depend on whatever 
contract or arrangement existed between the grower and the 
pool. 

Q. You think that c&8n be determined all right? A, Well, 
the terms of the contract or the basis on which grain was 
handled would determine it. | 

Q. You think 1t can be determined all right? A, Yes, 
fT Gin "SO, 

DY in. SCAR DH. 

Q. I should like to ask you a couple more questions, 

Mr. Thompson, if I may. Supposing a farmer brings in his 
grain and instead of being paid on that date the full price, 
as you call it, or the full market value as of that day, he 

is given half the amount and then is paid the balance at the 
end of the aay after the costs are determined, Would you 
call that a patronage dividend? A, No, not if that arrange- 
ment existed, I should like to clarify that, to this extent: 
It would depend upon the terms of the arrangement or contract, 
It is the type of question to which I do not think I can give 
a flat answer, 

Q. Iam just testing your theory, that is all, If he 
is paid half the money you will admit, then, that there must 
be an accounting at the end of the year? A. It would appear, 


then, to be an agency arrangement. 
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Q. And the full balance is paid, after determining the 
costs? Bi Yes. 

Qe Would you not say that was a patronage dividend? 

A. Under such conditions? 

Qe You? my HO," would not call. it a patronage divi- 
dend, 

Q. What would you call it; a prOoLit? we go Oe OW OU, Oat LL 
it acco -nting for the balance of the purchase price or the 
sale price, 

MR. PORTER: That is refreshingly new. 

BY MR, SCARTH: 

Q. Now just tell me what you mean by accounting, Perhaps 
Ghat “rs ‘where we are “going orf? A. In the case you have 
given, where a man received half or approximately half of what 
was ultimately paid to him, then when he received the balance 
the agent is paying to him the proceeds of the sale, less 
cost and expenses, 

Q. That is right. Then we are agreed on that? A, Yes. 

Q. Then what is that balance of the proceeds that is 
paid over to him? Do you call that a patronage dividend? 
eee NO, Lf would not call that a patronage dividend, 

Q. He is simply paying over to the farmer the balance 
of the Frerurn from his“erain, after deducting costs? <A, Yes, 

Ge tavetri"a Tittie pit further) then.” “say ne receives 
up to 95 per cent of the total. Is the principle any different? 
A. It would depend upon the terms of the agreement between 
the shipper and the company. 

Qe iI have not mentioned an agreement. We will say he 
brings his grain in to the cooperative and he gets 50 per 
cent at the start, Would that not of itself create an obli- 


gation? There is a balance coming to him at the end of the 
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year? Re MVOus. Ir Gage were the sole conditions, 

Q. And you say that the principle changes according to 
the amount that is paid to the farmer in the initial payment? 
A. No, I do not say the principle changes, 

BY MR, ARNASON: 

Q. At the top of page 37 there is reference to the 
relatively large increase in the volume of business done by 
coopera*ives in 1943 as compared with 1942, and then the para- 
graph goes on to indicate that private enterprise is falling 
behind, presumably to the same extent indicated by this 
figure. Assuming that to be the Situation, do you not think 
this large increase in the volume of business done by co- 
operative organizations in 1943 as compared with 1942 was due 
in considerable measure to the general improvement or increase 
in the volume of business dore in the country as a whole, par- 
ticularly that part of the business done relating to the 
marketing of agricultural products? for example, in. the 
year 1942 western Canada marketed one of the largest crops 
in its history. I just wondered whether you would not 
attribute at least a considerable part of this increase to 
a general upswing in business conditions? A. T do not 
know if the answer to that comes within my province, 

Q. Perhaps if you do not care to answer it -- 

MR, MILLIKEN: I intended to draw your attention, 

Mr, Arnason and Mr. Chairman, before the day was over, to 
some figures in that connection, In 1942, following along 
the idea expressed in these figures, the Saskatchewan Pool 
Elevators handled 59,000,000 bushels of grain, which was 
42.43 per cent of the Saskatchewan crop. In 1943 Pool 
Elevators handled 109,000,000 bushels of grain, which was 


39.71 per cent of the Saskatchewan crop. In other words 
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Pool Elevators alone handled 50,000,000 bushels Have. and 
at the same time handled a smaller percentage than it did 
in the previous year, I think perhaps that answers the 
question as to whether these figures mean that the private 
trade has been losing business, By the way, the figures I 
have just quoted to you appear in the annual reports of the 
Wheat Pool, which are filed with you. 

BY MR. VAUGHAN: ) 

Q. Just to clarify that matter of patronage dividends, 
perhaps I might ask one more question, and this follows the 
Questions Mr, Scarth asked, By patronage dividend" I take 
it now you do not mean a balance owing on account of crop 
at all. What you mean by "patronage dividends" here is what 
might be called profit or saving, having no reference to any 
balance that might be owing on account of grain or crop of 
any kind? A. That is correct, 

Q. That refers to just what might be determined to be 
the profit or saving? A. Yes, 

THE CHAIRMAN: Is there anything further from this 
witness? 

MR. HOWARD: I will not ask any further questions, 

THE CHAIRMAN: Then this might be a good point to 
adjourn. 


---The Commission whereupon adjourned to meet again at 
ev15 pt. 
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The Commission resumed at 2.15 Dell. 


The Examination of Mr. Cecil A.R. Lamont, continued 
BY MR. PARKER: 

QQ. Mr. Lamont, you have read carefully the brief 
presented this morning, I. take it. ree Mw de keye 

Q- And assisted somewhat in the preparation of it? 
A. Yes. 

Q@. And, as stated by counsel, Mr. Howard, you have 
knowledge of some of the facts alleged in the brief? 

a. Yee. 

Oru UbIDKsy Cu Said ebresdy thay tO the best of your, 
knowledge and belief all the facts alleged in the brief 
are sprue? Ae EL CSn 

O-...1 Was wondering if you. could give us, some idea of 
HOWamoOny OL Une TAaCus oT, Of whas particular facts in ene 
Pricet you have any. knowledges. Is it all a matter of 
intormeation and belier? A. ;-I1 have. general knowledge 
On cl OL bem. and we Nave people here who nave 2 more 
specialized knowledge in respect of some of them. 

Ow, Whet.T mean is this: have you any, specific: personal 
knowledge of any of the particular statements or conclu- 
SOs ste Our Orel, Oru iS it ail. just ceneral hearsay. 
knowledge that you give, leaving it to some other persons 
to prove that which it may be necessary to prove. 
eo gWoll, 1iw28s not hearsay... Tt is knowledges from actual 
contact. POL, oo. LO wie Jaw, “To Wilh leave that. to 
counsel. 

®. 1 Si not speaking about, the law, at all...And, 1 
am not talking about any matters which may be the subject 
of argument. Rather, I am merely talking about statements 


Ct AAO. A. I have knowledge of them, yes. 
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Q- All right. For instance, take the reference where 
you state that the valuation of the capital assets of 
these eleven companies is $65,000,900. 

THE CHAIRMAN: I believe that is found at page four 
Of ENS Uriei. 

MR. PARKER: Yes. 

BY MR. PARKER: 

Q. Did you supply that information to those who 
were preparing the brief? A. Wwe asked the member conm- 
panies for their valuations. 

Q@. And you received whatever they gave you, and pass- 
ed awe on? A. The general manager of the association 
Passed -it on to me, 

Q- And the $65,000,000 is the sum total of the fig- 
ures thus received from the member companies? Best wy Sa, 

Q- Have you any knowledge as to the basis upon which 
they made their calculations, or any of them? Ae) SOR 
each company supplied its own figures, 

Gabe veryouw im sour possession, or has the associa- 
Pion in its possession, the details of how those valua- 
tions were made up? A. No, the companies individually 
have those details. 

Qa, YOUhavge not got them fies eNO 

Q- Can you tell me whether it was on cost, or cost 
less @ proper scale of depreciation? A. I would say 
it would be the depreciated value. 

Q- The depreciated value. A. Yes. 

Q- Upon what do you base that statement? Have you 
any Knowledge about it, or is that only an assumption? 

A. If you calculated the value of the 3,000 elevators 
at $10,000, that gives you $30,000,000; and the terminal 


capacity at 50 cents it gives you the other $35,000,000. 
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Q.- You have a general knowledge of all these compan- 
les'rholdings. A. Yes. 

Q- You have visited them all, and you know them all, 
A. I have not seen them Gy, nO 

Qs VOUN KNOW. Something --- A. Tf yow see one country 
elevator you have seen them all, 

Qe  BuLrtremi your knowledge of the companies you are 
Ssatisfi2d that the figure is approximately correct. 
AeeGNeGS ;) sds eaLreasonabie figure. 

Q. Then, turning to page twenty-three of your DELS ; 
and referring particularly to the paragraph at the bottom 
of the page, we find that you deal with points of simii- 
arity between the pools and Subsidiaries on the one hand 
and the ordinary joint stock companies on the other, 

This is what you say; 

"Fourth: No 'member! or shareholder, Yas ’such)-6f any 
of then, has eny* ta tle “tolanyeor the corporate prop- 
erty or assets or to any property or assets of any 
Subsidiaries, absolute OWNERSHIP s/s a1. % 

And I call attention to the words "absolute ownershiptt --- 

"....0f all such property and assets being vested 
in the corporation concerned. 

Now, you heard the evidence --- 

THE CHAIRMAN: Mr. Howard qualified that this morning, 
did he not? 

MR. PARKER: Yes, but I think his qualification had 
reference to No, 35 

THE CHAIRMAN: I thought this was the one, but T may 
be wrong. Perhaps you are right. 

MR. PARKER: I think he made the exception with re- 


gard to No.3, where he said it was not quite correct. 
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He pointed out that he should except from the statements 
therein contained the Canadian pool agencies and the 
insurance companies. I do not thirk he made any modifi- 
cation to No.4. 

BY MR. PARKER: 

Q- You state in your brief, "absolute Ownership of 
all such property and assets being vested in the corpor- 
ation oncerned." [I take it you have no particular know- 
ledge of that statement yourself, A. We mean our 
knowledge from the perusal of the pool financial state- 
ments. 

Q.- It is set up on the assumption that the organi- 
zations referred to in the statement are owned by the cor- 
porations. A. By the, pool corporations. 

Q. That is what you base it upon. AS wim hess 

Q-. Nothing else? A. No, nothing else -- other 
than the pool financial statements. 

Q- Is there included in that the grain in the inven- 
tory? A. The pool financial statements deal with 
inventories, 

‘Q. We have heard the evidence from some pool that a 
lot of the grain in their custody or possession -- and T 
think I am right, because it is shown in their statement -- 
was not owned by the corporation at all. They were act- 
ing solely as trustees. You heard that evidence, or 
evidence to that effect? A... Yes. 

Q-. Are you in a position to contradict that evid- 
ence, which I suggest you are doing in the statement, or 
do you wish to modify it? A. It depends upon how the 
grain was being handled. 

O. ..YeS. A. For instance, in respect of coarse 


grains which they buy outright, they would hold title. 
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Wheat for the wheat board they naturally would be hand- 
ling on behalf of the wheat board, and would not hold 
“ities to it. 

Q- It would not be their property. ae NO"e thet 
Ls COPreOL. 

Q. May it not also be true that some of the grain 
which does not belong to the wheat DOard, au ali, but 
peLonrsed to" pool members, -on an agency basis or consign- 
ment basis, might not be vested in the corporation at 
ai 19 A. In carload lots it may still remain with the 
Shipper. 

oe Mea Ou. oe. one property of the association, 

A. But they are not Beno ne aes” Chet is, the purchases 
are not on an agency basis. 

Q- If you know that, all right. You have heard it 
said that in some cases it was vested in the member. Are you, 
in effect, disputing “that? A. Yes. 

Q-. Then, turning to page twenty-seven, and referring 
to the third paragraph on that page, which reads: 

"So far as concerns the exemption from tax of the 
income of subsidiaries of the pools, this subsection 
can have no application in a case where the parent 
companies cannot bring themselves within the scope 
of the subsection. In any event, such exemption 
would apply only to those subsidiaries of coopera- 
tive companies which were organized 'for the purpose 
of financing their operations.1" 

It is this last sentence to which I draw particular 
attention --- 

"None of the subsidiaries of the pools was so 
organized.” 


In view of the evidence you have heard during the last 
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week, do you think that statement needs any modification? 
A. No. 

Get) LOM OO) NOA., ee fer 

Q- Take, for instance, the United Grain Growers; do 
you include them? A. No, they are not included. 

) Me They are nob ine luded? A. No. 

Q@« Take the insurance company, which was organized 
Pigtaray, as 1 understend,1t, for the purpose of carry- 
ing the poolst insurance; it does do that sort of thing? 
ie (Ces), 

Q- I Suggest that that is the very purpose -- and 
thé evidence shows it -- that it was organized for the pur- 
pose of helping the various corporations to Carey Ont 
function, instead of Pe cae od on aS a department. > 
A. I do not agree with that. 

Qal Loud Gn0te AN Ore 

Q- Notwithstanding the evidence you have heard, 

A. They were organized for the purpose of either 
carrying on the insurance, or a portion of the insurance 
on the pools! buildings, or for insuring on an agency 
basis. - 

Sei Ou do not, vou do not. think it (could Squarel y 
come within the provisions of that section, that its pur- 
pose, to use the words of the statute, was "for the pur- 
pose of financing their operations." IT suggest that the 
word "financing”® does mean actually for the purpose of 
~aising funds, or financing in the sense it is sometimes 
used in connection with financing a company. A. That 
would not be my understanding of the statute. 

Q. You do not read the word "financing" in that 
broader sense, that it would assist them in carrying on 


their business? A. No, certainly not as applied to 
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pool insurance companies. 

Q.- Then, At the bottom of page thirty, and the top 

of page thirty-one, we find this: 

"These corporations have functioned at all times as 
separate legal entities, carrying on trade and 
business for their own account and risker 

That may be true, but is it not true that these companies, 
or some of them, are carrying on business quite apart, and 
not necessarily on their own account and rise, Son" pena Lt 
of their members; is not that statement only true in 

part? A. They are carrying on business with their mem- 
Derek 

Q.» And for their members, and not altogether for them- 
Selves, A. They are carrying on business --- 

Q: Onwhose account? AY) Tsay om account or bheme 

selves, with their members, 

Q- You will not go so far as to say that they do 

some business on account of their members, using *account" 
in the same sense as you use it? A. They do business 
with their members. 

Q- And you continue in the brief: 

"When they have bought a memberts grain, it has been 
bought without reservation and under no obligation 
or duty, express or implied, to account for its 
subsequent use or disposition." 

Do you not think that that needs some modification, in 
vlew of the evidence we have heard? A. No, none at 
All . 

Q- Have you not heard evidence to the effect, whether 
you believe it or not, that in some cases they do handle 
members' grain under an obligation, as one witness put it-- 


it may be a moral obligation, or a duty, and expressly 


| peng ere 
t : y ber ana iS + f oie oy Fi nf Ph P TALS r pi. +4] rei ai 
i , ‘e sme =f a ee dhed ~ SP) do 4 4 sit $e ri . a eat ; ‘ 
_——_ | a 


| i ‘ir a 
ja th petra wae “ost he & 


ay ‘ vid 7 r } a 
om He ae »* . - 
oa 


7 , r a yer ae ‘ae i hats ; ery s se wT apt } ie Sab 


| ce ae 
ie mat i nal hy 
J on pena! yi yet thedd tou 
of iy 6 £ 
; : mot a Tie, Ah, 
i ve We rT - be z 
: Re hee 
7 byes Bre ae 4 co hy ig: 7 = * 
eee ee ee ahi +s ond py ae oe tt hs ne 
we 5 a! omg ed et oe oan : a 
e * Ge ae 7 > : : i a 
= Rea ig pile the cy toe 
i ‘i eS as 
ii there ae . ’ a ee r 
it amid Tecan we on Jon) PO 
; 4 ant Bs sf 1’ te yy, i. 
' J 
t ee 
A r * 4 ay 
. < 
: le 
, Si f t 
‘ And ast 7 vt y a ~ : 
‘ethene Oe. iden dinpatts” 3 saul “ed 


j . een f ; f yeh 7 nal} : c Havaebelt af ane 
: o: . vane j Py op a 

| ; : r Hie 4 ‘ is ; : - 4 ¥ rs) 

; E00. Sieh veh ye ey een 


. 


¢ 
im loess 


i 
a, ‘ 
| Boyan | 
4 re h ¥ ’ 
ah » 
: . 
\ 
7 
we . = od ' j 
en ay 
] ~ 
j 
7 
@ ii » f ¥lgsy ; 
& 41 ot \ air 


f 
Mg Ne oa chee ye x 
ae ee Fh any el Mowe A x 
ay Caner ol les tC eae ie 
: 
7 


-7375- Mr. Lamont 


stated by some agreement or statute--it was at least 
implied in their course of conduct that there was cer- 
tainly either a moral obligation, and a very strong one, 
or a4 pretty clearly implied obligation to make some 
account to the member's credit. Is there not an abund- 
ance of evidence to that effect which you have heard? 

4. I have heard this moral obligation claimed, but I do 
HOtMwakeemuchEestockhinw 1 b% 

Qs LoOurdownot také stock. init? As eNO «There: is 
a moral obligation in connection with their reserves 
also, but they are not carried out. 

Q- I am not putting emphasis on the moral obligation; 
Iam talking about the other kind of obligation which 
may be implied from the course of business, or from the 
whole set-up -- from the method of doing business. [t is 
an obligation which any court of equity would likely --- 

MR. FILLMORE: I do not wish to intertiere, but. my 
scoimed Fondend isvetting dnto pretty deep water, so far 
as Mr. Lamont is concerned. He does not know what obli- 
sation would or would not be enforced in a court of law. 

Meir aAnihi Tide wot think it is a statement of aw. 

THE CHAIRMAN : it think itis a statement of law. 

MR. PARKER: In the brief, do you mean? 

THE CHAIRMAN: Mr. Fillmore can answer that, I think. 

Viewennkin: [i 10 is a question of law, FE shall not 
press it. If the witness feels he cannot answer it, we 
WII Levit, £o ate that. 

BY MR. PARKER; 

Q- Then, coming down to the bottom of page thirty- 
one we find this: 

"As for the doctrine oftmutuality' there has never 


been since 1930, any semblance of identity between 
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the pools or any of their subsidiaries and any 
member, 't 
Is that a question of law, too? A. I would rather 
leave that to the legal profession, 
Q@- Because it is a question of law, or because it is 
Something of which you have no knowledge? As, “Lyewoulkd 


rather leave it to the Solicitors for discussion. 


‘ 


Q:. Very well. As to the word "mutuality" do you 


know what that means? A. I would take it that tmutual- 
ity" is a term which is more applied to a group; such as 
an insurance étoup, which is trading entirely among them- 
Selves, and where no outside Group enter into the trans- 
action at all. 

Q- All right; that is the Sense in which you use 
the word in this Die Ti Siwkke 

MR. FILLMORE: Yes, 

MR. PARKER: Then, if that is SO, We Will leave it. 

MR. FILLMORE: It ig apparent. 

THE CHAIRMAN: The House of Lords has struggled with 
that question, I believe, 

MR. PARKER: Yes, but it seems to me I have heard 
Other laymen who did not hesitate to reverse th House of 
POMS ion jit. bhough.) T thought perhaps this witness night 
BO. .80 too. 

BY MR. PARKER: 

Q- Then, at page thirty-two, just for purposes of 
Clarification, I refer to that paragraph in the middle of 
the page which states: 

"It is obvious that the farmer will patronize the 

elevator at wnich he obtains the highest price or 


the lowest handling charge. Consequently, to remain 
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in business, all line elevator companies and the 
United Grain Growers! Limited had to put the reduced 
charges into effect pesarMiless of the facthay. on 
We have a fact at last, anyway -- 
"....-regardless of the fact that the services rendered 
must be performed at a loss. 
To what services are you referring? A. With respect 
to this particular paragraph I should think Mr. Reid or 
Mr. Hales, who are in direct competition, and who meet 
this competition out in the country and are actually 
operating elevators, would be in a better position to 
Speak. They can probably give you a better answer than 
Pe Conse OL POOWL delve 16 + te you in general terms, but that 
is all. | They could. tell yoOuperacy ly. 

Q- This statement, which finds its way into the 
brief, comes from VOleOr Trom Wr fades. A. Jt comes 
from our member companies. 

Q- Your member companies. A. Yes, based upon 
their --- ‘ 

Q. 4nd they are not here. A. ---based upon their 
experience in the operation of elevators. 

Q- Whose services are they -- pool services or ser- 
vices of the line elevators? A. Services rendered by 
the elevators. 

Q- You are not Suggesting that the reduction which 
was made by the pools last yoar results in theix carrying 
On that part of their business below cost? po you say 
that? A. They say that, themselves. 

Q- Never mind what they say; I am asking you what 
you say. A. We say that it is carried envetsaiicss:, 
also. 


Q- By the pools? A. That particular service, 
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Q- By the pools? Ax. Nes, by the pools and by 
ourselves. 

Q»- Why do you say that; on what authority do you 
make the statement that the pools, when they reduced their 
handling charges from 3 cents to 1 cent -- that the 1 cent 
was below c.. 6? On what authority do you make that 
statement. A. We have filed with yOu a copy lor the 
Alberta Wheat Pool budget in which they say that. 

Q- Does it apply only to Alberta? spoes it AO Daye CO 
Saskatchewan too? A. The cost of handling erain’is 
not lower in Saskatchewan and Manitoba tha1r it is in 
Alberta. 

Q.- You make the statement that by handling grain at 
1 cent they are handling it below cost. BT Ves 


Q. And that applies to saskatchewan, Alberta ad 


Manitoba. BOM Yes 
®- And to the United Grain crowers. Man heron 
Q- 4nd, of course, to yourselves. far) Ses. 
QQ. The 1 dae companies. Ay’ Yes) that. particular 


operation, 

a If it was Segregated, and could stand on its own 
feet, it would be below cost. Ames, Af there was 
no storage charge being earnedy winy eaditaon. 

Q- re you in a position to say--and perhaps this 
is not relevant--that the three cents made a popige aim vst ome bats 
ace 4&. Not necessarily. 

Q@- Was the three cents still below cost? Bs - Yess 

MR. FILLMOR?: Perhaps Mr. Lamont is not go competent 
to answer that question, as he is not an actual elevator 
Operator. Perhaps he is not competent to say that. 

MR. P.iiRKER: He is sufficiently competent to say 


that one cent is below cost. How far can he go? 
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BY MR. PARKER: 

Q- Is 3 cents below cost? A. It would depend 
upon the volume passing through the elevator. Seven cents 
might be below GOSt 5" 00% 

Q- I beg your pardon? A. Seven cents might be 
below cost, if you did not have a sufficient volume pass- 
ing through. 

©. When elevators are Working at Tw)) capacity, as 
they have been during the past season, and for Some seas- 
ons before, where would you draw the line? A. The 
elevator might be on full capacity; you might have it 
fiiléed Up ones, and af you could not move it out and have 
it handled continuously you are not working at capacity. 

MR. FILLMORE: I should like to make a COrrection: 
Mr. Lamont stated that we had filed a copy of the Alberta 
budget. I am not sure ag to whether I did that or not. 

My recollection is that, in view of what mr. POR cea. 

WP shee eave) yao vate ie in, because it was covered by Mr. Ppurdyts 
Statement. As he made the statement NETS hod Sr ay 
recollection that I did not file the budget. 

THE WITNESS: We could file it, coudd we ‘not? 

MR. PORTER: That is quite right. 

MR. FILLMORE: wr. Purdy stated it in the witness 
box. 

BY MR. PARKER: 

Q- I now turn to page thirty-four where, on the lower 
part of the page, you purport to summarize certain articles 
which, in turn, set forth certain contemplated expansion. 

MR. FILLMORE: It is a verbatim CODY e 

MR. PARKER: Is it? 

MR. FILLMORE: It is not a summary, as I understand 
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THE CHATRMAN: The article was filed to substantiate 
these suggestions. 

MR. PARKER: It is not in quotation marks. Is it an 
exact quotation? 

MR. FILLMORE: Yes. 

THe CHATRMAN. Tt. Veo a Summary of an article which 
Res been filed as an exhibit. 

“MR. PARKER: A direct quotation. 

Mr. FILLMORE: It is an extract from it, with number- 
ed paragraphs. 

BY ins 2 ARKE 

Q- You have no knowledge as to whether or not that 
ie their apnea tine Other than as stated in the article. 
A. I have also read it in the Saskatchewan Wheat Pool 
directors! report. 

Q- Now, turning to page thirty-six, I would suppose 
that that quotation from the Co-operative Consumer, in 
paragraph four, is not put in there at your suggestion; 

I suppose your counsel was responsible for it? 

MR. FILLMORE: I should like to tender this issue of 
the Co-operative Consumer. I have no Way Of Proving ince 
as 1t would be proved in a court of law. 

THE CHATRMAN: No question has been raised as to the 
accuracy of this quotation. 

MR. PARKER: My only point is this: why was it put 
MILO “ie birier, at all?’ what possible relevancy has it? 

BY ME. PARKER: 

Q. Why was it put in there? A. we supplied the 
information to counsel. 

"THE CHAIRMAN: This is a transcription of the 
article appearing in the paper. 


MR. PORTER: I do not know what it is. This morning 
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this matter was described as pleadings. I suggest that 
the onus does not now shift to me, to question everything 
in the brief. 

THi CHAIRMAN: File the article, then. 

MR. PORTER: Would it not be more proper to prove 
BF 

BY MR. FILLMOR#: 

Orr What is that? A. This is a paper which was 
mailed to me, upon the payment of a subscription fee. UO 
the Co-operative Consumer, and which bears my name. 

BY THE CHAIRMAN: 

x And do the paragraphs at page thirty-six of your 
Orier refér to ‘that erti cies A. Yes. 

THE CHATRMAN: It will be filea,. 

MR. MILLIKEN: I wonder what this is supposed to be. 
Is this supposed to be evidence as against the wheat 
pools? What is this paper? [Is anything that is published 
in a newspaper evidence against us? Certainly i 1s 9not 
our paper. 

THE CHAIRMAN: What is the paper? 

Ua PIUEMORE! TH nent ome unaes bie heading of 
eeneral) inform tion, 

THE CHAIRMAN: By whom is it published? 

MR. FILLMORE: I have no more knowledge, my lord, than 
I can obtain from reading the paper itself. It is pub- 
jished in Saskatoon. TI take it that it is published under 
the Saskatchewan statutes. It is published by the 
Publications Co-operative Association, Limited, at gask- 
atoon in the interests of the consumers co-operative 
moWement. I find that. it is printed by Modern Press, 
Limited, Saskatoon, Saskatchewan. We Know that that. tse 


reliable and responsible organization. 
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MR. PARKER: I do not know how every editorial com- 
ment may be quoted against any pool. It seems to me 
pretty far fetched, and to my mind it might very well be 
deleted from the brief. 

MR. FILLMORE: It is a statement of eeneral.interest, 
as well as particular interest, 

MR. PARKER: 9» Iv am. not quoting from newspapers from 
One end) or thet.country to the. other. However, if t hey 
think it is valuable, all right. 

BY MR. PARKER: 

Q. Then, at the bottom of page thirty-six we finda 
Cinis: 

"Should there be a continuation of the unfair com- 
petition which they can provide because of their 
paying no taxes, wis 

And I take it you are referring to the poole Van your 
brief you are dealing only with the pools.,,..you, are not 
dealing with cooperatives generally. A. With the 
Pools, Diimerriy: 

Os And it continues: 

"...ethe line elevator companies generally will 
ultimately have to sell out to them or reorganize 
in such manner as to avoid taxation." 

Now, what do you say about that? In what way, if any, 
have the line companies -- if you are prepared to speak 
on behalf of the line companies; and [ am at a loss to 
know whether I should ask questions about the line con- 
panies, or only about the association -- in what way has 


the association, and we will stop with that, suffered by 


reason of competition, up to date? Aw, The association 
has not suffered. 


Q- Then, when you deal with competition, you are 
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purporting to be Speaking on behalf of the individual 


companies, are you? A. Our member companies. 
Q- Of your member companies. Ae Yes. 
Q- That is correct, is it? A. Except as to their 


individual business-- as to the group. We will Speak of 
them as a Eroupe 

a, Here isa sort of left-handed allegation, if I 
may so designate Gane) eG somebody has suffered, 

MR. FILLMORE: Now, just a minute: just read where it 
is stated that somebody has suffered in the Past < 

MR. PARKER: That is the question I am putting, as to 
whether they have or OU. 

BY MR. PARKER: 

Q- Somebody is likely to suffer in the future; who 
iS it who is liable to suffer Loy tiie futures A. The 
companies who are paying the taxes, 

Q- Do you mean the line elevator companies? A. Yes, 
the line elevator companies which are paying taxes, 

Q- And if this continues, this present exemption, 
these things which you state in your evidence will follow? 
I am asking if those same companies which are COLne Do be 
hurt in the future, have been hurt up to date? A. Owing 
(O Tiesract ~~ 

Q- Would you please answer the question? could you 
not answer it yes or ho, and give an explanation after- 
Pe2cos? 1 2b is not capable of that type of answer, give 
your explanation, A. Owing to the fact of the heavy 
volume of grain resting back in the country, the farmers 
are only too glad to deliver to any elevator, with the 
result that the companies have not been hurt, to date. 


But if there was plenty of space --when you arrive at a 
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place where there is ample space, and the farmers can 
deliver to the elevators of their choice, the elevator 
which is able to pay a higher price will automatically 

get the business. Through withholding moneys which might 
have been paid in taxes, they are able to improv their 
properties to the extent that others cannot compete. That 
is where you will suffer. 

Q- What I want to get clear ig this, that up to date 
the line companies have not been hurt? You know what fT 
mean -- they have not suffered financially. A. I would 
say chat to some extent they have. 

Q- To what extent, and in what manner? A. Where 
they have space, and there is an elevator which, through 
PaTure vor pay taxes, is able to pay a higher price for 
grain, then the farmer will deliver Nis ‘erain to the 
elevator paying the Rivher price, 

Q:- Have you known of that to happen) it your ‘own 


personal experience? &. I have heard of it, and Mr. 


Reid can tell you of actual cases. 


Q- But you cannot? A. No -- but I have heard of 


ite 
Bie Aan LOTn 
Q- What is meant by the expression ta continuation 
of the unfair competition? As The, continuation of 


the failure of the department to collect taxes from the 
pools. 

Q- The competition referred to is competition by the 
department? A. No, the department's failure to collect 
taxes from the pool elevator companies. 

Q- Then, you call failure to collect taxes com- 
petition, do you? A. It enables the pools to create 


competition. 
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Q- But this continuation of the unfair competition 
I presume relates to some specific practices of the pools, 
does it? A. Through their ability to appropriate 
moneys for patronage dividends, rather than paying taxes. 

Q- You are referring to the appropriationsfor pat- 
ronage dividends,which have taken place in the past. 

A. Yes, that is the only competition of which we com- 
plain. We have no other complaint in respect of com- 
petition, 

BY MR.PARKER: 

Q.- When you refer to a continuation of something 
you pre-suppose that it already exists, or has existed in 
bDeowpdeo. Otherwise, it could not continue. ne UT AAt 
La yCorrect:. 

BY THE CHATRMAN: 

Ge, tie word M“intair? Gas relation tom taxation. 

Bee wos, 24 2S) related to taxation. 
BY MR. PARKER: 

Qs LOW po ion tolsay that if that continues tha Vine 
elevator companies. generally will ultimately have to sell 
out to them or reorganize; well, as I put it to one wit- 
ness before, so what? Supposing they do have to reorgan- 
ize, what harm is there in that? A. we do not mind 
being driven out of business through competition, but we 
do not like being driven out of business through unfair 
taxation, that is our complaint. 

Q- Of course, that rather begs the question as to 
whether or not it is unfair taxation or unfair exemption. 
That is the whole debate, is it not? 

MR. FILLMORE: Yes, that is the big question. 


MR. PARKER: Yes, the $64 question. 
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BY MR. ARNASON: 

Q. What do you mean by the last part of that sen- 
tenoe, Yor reorganize in such manner as to avoid taxation‘; 
what type of reorganization did you have in mind? 

A. There was an attempt made to present a letter to you 
in vancouver, one written by Mr. Shane to a private cor- 
poration, which gives some indication of what might be 
done. 

BY MR. PARKER: 

Qe LS thet the type of reorganization you had in 
mind? A. No, not necessarily that type. 

Q. What kind did you have in mind: what kind of re-= 
organization did you have in mind? fee. WE OM ern 56 
escape taxation you might reorganize as a cooperative. 

Q- Well, would that be any great hardship for the 
country, or anybody else? I never have been ap le toG 
understend-~-and I have asked it of more than one witness-- 
why, if you escape taxation by reorganization, you would 
HOt. OO. 2c. 

MR. FILLMORE: There is the question of public inter- 
est to be considered. 

MR. PARKER: Maybe the witness has an answer, and 
maybe he has not. Give him a chance to say so, if he 
has 

THE WITNESS: If we can have fair taxation we would 
just as soon be in business ourselves, and run our ow 
oo Lod Ss 

BY MR. ARNASON: 

Q. Do you know of any cooperatives which, to your 
own knowledge, have been organized for the purpose of 
escaping income tax? A. I have read in the country 


press of retail stores being taken over -- sold by the 
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owners to cooperatives, and the question of taxation was 
referred to in the report of the meeting. 

Q- That is the only reference you Davey TSTace 

MR. FILLMORE: There is evidence before the Commission 
respecting the number of elevators that have been bought, 
and the number of local associations organized in Manitoba. 
PReresis evidence of country elevators having been bought 
Ty £1 pertas 

Re sO — pony alleged that those purchases were 
engineered in order to escape taxation? , 

MR. FILLMORE: We are not making the allegation; we 
are just pointing out the fact. 

BY MR. PARKER: 

Q- Then, we will turn to page thirty-seven, Peferring 
particularly to the first paragraph. I think some ques- 
tions were asked with respect to this paragraph. [In it 

you speak about cooperative erowth and expansion, and 

about the middle of the paragraph you say: 

"The latest report of the Dominion Bureau of Statis- 
tics reveals that the dollar volume of business 
transacted by cooperatives, whether real or go- 
called, increased from the huge figure of about 
250,000,000 in 1942 to over $350 ,000,000 in 
1943 -- about 40 per cent in one year. 

Does the Bureau of statistics make available any figures 
to show corresponding growth of non-cooperative business 
during the game period? A. If 50, I have not sean 
them. 

Q- Did you look for them in Preparing this rier? 

ae NO, £40 not- think so, 
Q- I suggest that the brief would be Morexto the 


point if it showed the two, side by side, namely how much 
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the cooperatives increased, as compared with the increase 
in private business, so-called. However, you did not 
get that information, or look for it. A. Noy buy 
assume that the accountants for the Commission coulda 
obtain that information, if such figures are available. 

Q. I daresay they could. But TI was wondering why 
that part was picked out, and the corresponding figures 
were not used. A. I do not think there is any ques- 
tion cut that the business of cooperatives is increas- 
ing. OnCe * eee nyiir sou read. the report of meetings of 
various cooperatives in various Peels y VvOuUMWwL EL 666 shat 
they show substantial expansion, 

Q- Ido not think anyone doubts that. But one would 
have equally small doubts as to whether non=-ccoperative 
business has not increased yust as fase in the+iast two 
or three years, A. My impression is that it is not 
increasing as rapidly; the expansion is not as great. 

Q- Take the line operators! elevators; have thy 
not increased in the last two years? A. No, there are 
fewer elevators. 

Q- But, talking about the dollar volume of business -- 
A. We have fewer elevators, and the cooperatives have 
more than was the case a few years azo. 

Q. I am talking about the dollar volume of busin- 
ess, because that is the comparison that is made in the 
brief. You do not refer to the number of elevators. 

Ts not the volume tof business :~- OF Swe whl Spuy ert (thie 
way: notwithstanding the taxes your companies, the line 
companies, have been paying during the war years, is 

it not true that their business turnover has gone 
greatly ahead, and that they have made substantial 
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have increased, our taxes have increased, and the amount 
left to us is probably no greater. 


Q. DO you think that is a fair answer to the ques- 


Y 


tion? A. With respect to dollar volume, do you mean? 


%. I do not like to use the word thedge", -- in fact, 
I do not know exactly what it means -- but do you not 
think you are hedging with me? Ae Iam net trying t0 


hedge, but I think your question was a double barrelled 
quest°on, and one which required two answers. 

Oe Maen tehail, separate it, i)  YOULhawe Std 
got two questions, 

Q- Well, answer them both. A. Our dollar volume 
has increased, but it fluctuates from year to year. 

Gea BOGS Nov the poolyiluctuate, .too? A. I would 
say SO, yes. But that figure of $50,000,000 stated for 
the pools this morning, might fluctuate from one year to 
another. You would always have fluctuation in the fig- 
ures in elevator company statistics, both in volume and 
value of the grain. 

Q- And while we are on that point, have you any 
knowledge or did you look for any evidence to show to 
what extent the line companies, notwithstanding the taxes 
they have paid, have been paying dividends on their share 
capital. A. We know what the public companies have 
been doing. Some of them have not paid dividends since 
1929. 

Rv Thee paplic elevators si let ius: restric ourvdis= 
cussion to the companies which you represent today, the 
line elevator companies 

MR. FILLMORE: There are two classes of companies. 

BY MR. PARKER: 


Q- Deal with them both, then -- the eleven companies. 
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Is it true tmt, notwithstanding the taxes they have paid, 
they have also paid substantial dividends to their share- 
holders? A. I imagine if you were a shareholder of 
the Western Grain Company, for instance, you would not 


~ 


think so, because they have not had a dividend since 


Q. That is a horrible example. Give us the other 
Kind, now. ie GOme, Of them are getting on the pre- 
ferrec shares a partial return, and some of them are 
getting full return on preferred smres. TI do not know 
any that are getting any handsome return. 

Q. How much are they getting during this period 
you have mentioned, namely 1942; how much are they getting, 
compared with what they were getting before? A. What 
do you mean by “before? 

Q. Berore 1942. A. gome of them were getting 
dividends before 1942. 

Q- And they are still getting them? As Yes, 
still getting them. Some of them were not getting them 
before 1942, and are not getting them yet. 

Q- Are there some who were getting them Prior to 
1942, and have since had to go without them, by reason of 
taxation? A. Some of them had to go without them 
because of taxation. 

Q@.- You say they have? A. Yoo. 

Q.- You say that by reason of taxation dividends have 
had to be passed? A. . They had to go without dividends 
because of taxation, and because companies are not able 


to retain sufficient to pay those dividends. 
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Q- On page 41 of your brief -- this is a matter of 
argument perhaps -- you state in paragraph 13: 


"Our system of income and excess profits taxation 

Will collapse and a totally new system of taxation 

will have to be devised if competitors of the cooperatives 

become incapable of making a profit from business Oper- 

ations and are, as a result, driven out of business," 
That may be so or it may not be sO, I do not know, but 
assuming that it is so, what harm is there Lnothat? 
Supposing we do have to have a new system of taxation, is 
that any argument in your view as to why these cooperatives 
should be taxed if they are not otherwise taxable, simply 
to avoid reverting to a new system of taxation? 

A. I do not think I would worry about what system of 
taxation there was as long as it was equitable and we all 
paid on the same basis. We are arguing against an income 
tax system being in effect by which a portion of business 
escapes, rightly or wrongly. 

Qe I was just wondering what that was for, A. We are 
not arguing against a new System or we are not arguing for 
it. 

Qe You are pointing out what will be the result if 
Something is not done? A. Yes. 

Qe I am suggesting that that may be a very good thing 
as far as the public interest is concerned, 

MR. FILLMORE: Ask Mr. McDougall about that a little 
later One 

MR. PARKER: I will ask him when the time comes. I am 
like this gentleman, I think perhaps they might not agree, 

BY THE CHAIRMAN: 

@.e What do you mean by that, Mr. Lamont? If all private 


enterprise were driven out of business and the cooperatives 
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alone existed, the government would then have to divise 
another method? A. That is what it was in Russia. 

Q. I thought that that is what was in your mind? 

A.The taxes have to come from somewhere and if the 
cooperatives are the only ones in business, they will then 
have to pay taxes, 

Q.» A new scheme would have to be devised? A. Yess 

BY MRe ELLIOTT: 

Qe You are almost saying that the taxes would have to 
come from business? 

A. That has been the experience. 

MRo FILLMORE: I suggest that Mr. Lamont does not want to 
get beyond his field or depth. 

BY MR, PARKER: 

Qe I have just one other question, Mr. Lamont. On pages 
49 and 46 —- perhaps again this is a matter of argument,-- 
you are suggesting that taxation should be impcsed oh these 
cooperatives and that the amendment should provide that it 
be retroactive? fey eS SIT. 

Qe That is the effeat of it? A. For any taxes 
which they owe, 

Q.- That they have owed during the past years? 

A. That is the policy of the department noW, in connec 
tion with private companics and there is no reason why they 
Should not do it against cooperatives, 

Qe Considering it from the standpoint of the public 
interest and the public welfare, what would happen to a 
business that had been doing business for the past number 
of years on the assumption that they were not taxable? 
What would happen to a business that had mapped out a 
programme and had a particular set-up? Do you think it 


would be in the public interest to impose taxation of the 
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type you suggest on those companies and make it retroactive? 
I think we can all well imagine what the result would be 

to those institutions? Ae I am not suggesting imposing 

a tax; we are suggesting that the department enforce the law 
as it stands, 

Q. But enforce it and go back over the Bast good many 
years? Ae I know of one company with which I was person-= 
ally connected where they went back to 1933, It they 26 
back *n the case of a private enterprise there is no reason 
why they should not go back with any other company. 

Q» I can understand all that, but I am asking you what 
you consider would be the effect on the business structure 
of this country if that retroactive taxation was imposed? 

A. It is not retroactive taxation, | 

Qe I will withdraw that word if it De NOt Ssuttanl en to 
yOu. say if taxes are not collected which Should have been 
collected the years before; if they are collected now with 
the penalties and ich Cee ne you suggest, do you think it 
would be in the public interest? Ae I think it would be 
a great help to the present texpayers. 

Qo Particularly a great help to the line elvators? 

A. It would be a help to every taxpayer in Canada, 

BY THE CHAIRMAN: 


Q. What would happen to those who had not up until 


now paid taxes? What would happen to them if the tax 
situation reverted back to ee (ae Can you form an opinion 
of what wovld happen to them? Ae It might deplete their 


resources substantially. 
Q. It might put them out of business altogether? 
As Well, I would think then that they should pay to the 


extent of their ability to paye 


THE CHAIRMAN: You are fencing, Mr. Lamont. 
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MR. PARKER: That is all I have to ask the witness. 

BY MR. NADEAU: 

Q. I understand that you recommend in your brief that 
the cooperatives should be taxed on their patronage dividends, 
mainly on the basis that they do not operate any more on an 
agency basis; is that right? Ae We are urging the dis- 
allowance of patronage dividends as an expense because in 
our viewpoint what they call a patronage dividend is a portion 
of the earnings of the company. We have nothing against a. 
patronage dividend being paid. We are quite prepared to have 
patronage dividends paid after taxation has been imposed on 
them. 

Qs Supposing the pools go back to the system of agency 
contract as obtained previous to 1929, would you still reo- 
ommend that they be taxed on their patronage dividends? 

A. I do not see how they could possibly pay a patronage 
dividend when they were acting as an agency cooperative, 

Q@. That is why I am asking you the question. You state 
On page 27 of your brief: 

"In any case, it is apparent that this sestion 4(p) 
applies only tocormperatives that operate on an tagencyt 
basis for their members." As YeSe 

Q. Perhaps I should put that question to your counsel 
instead of to you, but I should like to have your view as to 
what really constitutes an agency contract? Ae An agency 
cooperative merely accepts goods for sale; it does not pure 
chase goods. <A pure agency cooperative in our view is one 
which mereiy accepts goods for sale and returns the proceeds 
of the sale less the selling expense. Under that system 
there cannot be a patronage dividend. They can make an 
initial payment, an interim payment if necessary and a 


final payment so that there is no patronage dividend involved. 
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There can be no patronage dividend involved, 

Q. In those circumstances would you allow a deduction 
for reserve? Ae Noy P Sirs | 

Qe But what about the claim made by the Manitoba Pool 
that it is still acting as an agent or trustee for its membe rs‘ 

Ae We do not agree with that. 

Q. You do not agree with that? Ae No. 

Qe Did any of your members endeavour at any time to pay 
patronage dividends to their clients or shippers or customers? 
A» Some of our member companies paid what they called business 
inducement payments. 

MR. PARKER: That is a new one, I thought we had them alle 

BY MR. NADEAU: 

Q. Were those business inducement payments allowed as a 
deductible expense? A. The matter was referred to the 
Department of National Revenue and the cOmpanies were notified 
that they would be aeawiowed - an expense. 

Qe No definite stand has been taken about that? 

A. Oh yes, a definite stand has been taken; they have 
been disallowed, 

Q. They were disallowed? Ae They have been notified 
that they will be disallowed as an expense. 

BY THE CHAIRMAN: 

Q.» Your companies regarded that as a business expense? 

A. We regarded it as action which we had to take to meet the 
competition of the pool. 

MRe PARKER: I think they thought it was worth trying 
anyway, Mr. Chairman. i 

BY MR. NADEAU: 

Q. Then on page 38 you make a statement which appears 
to me to be a little strong. It worries me as a matter of 


fact and I should like to have your opin on "on ite “You -atane 
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at the top of page 38: 
"As @ result, our members are being required to 

Support and maintain competitors whose policies are de- 

signed to eliminate such members from the grain trade", 
How do you know it is their policy to eliminate the private 
companies? A. From what they say about us on the radio 
end in their publications. I think if you lived in western 
Canada you would probably realize the Significance of the 
remarks contained in that statement. 

Q. I think this point is one of the main problems we 
have to solve, so I would like to know if you have any facts 
BO Support: it? A. Well, we could file with your commission 
a number of statements made by the officials of these 
competitors. 

MR. FILLMORE3: We submit that there is some evidence 
on that point before the commission and we will TreTror, GOidsae. 
We propose to file written argument later on, 

BY THE CHAIRMAN: | 

Qe Have you read the note on page 27 of Mr. McDougallts 
brief where he gives a citation from Mr. J. Re Love on 
cooperation? Ae J have read it, but I donot resall it. 

Qe Is that what you had in mind? A. No, it is 
more the direct statements made by the officials of our 
competing organizations. 

MRe FILLMORE: And the action taken. The evidence 
of it is before the commission, 

BY THE CHATRMAN: 

Q. I suppose in any event a prophet is never SAE CRE ES 
in his own country. You are not being prophetic there, are 
you? Ba Gets, nol phet. 

BY MR. ARNASON: 


Qe I should like to know a little more about that 
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patronage dividend or the business inducement payment that 
some of your member companies attempted to make. Just under 
what conditions did they propose to make those payments? 

Were they at the end of the year, at the end of the current 
crop year or at the beginning of the following one? 

A. They actually made the payments. There were differ- 
ent methods used by the different companies, but my under- 
standing is that one company, as an example, at the beginning 
of the crop season paid their customers an amount equivalent 
to the deliveries of the past year provided they would sign 
an undertaking to deliver the current crop to them, 

BY THE CHAIRMAN: 

Qo Was that prior to the time the pools were under 
contract? A. This was just a year or two ago. It was 
designed to meet the patronage dividend payments being made 
by the pools, it was made in order to retain the customers, 
I believe in the neighbourhood of $800,000 was paid out by 
the line elevator companies in that manner and it has all 
been disallowed as an expense. The companies have been 
notified to that effect. 

BY MRs ELLIOTT s 

Qe I presume that if the present tax situation should 
continue in respect to such payments and they were allowed 
as an expense, the line elevators would probably find it 
in their interest to make such payments in some years, at 
any rate, in competition with the cooperatives. 

. If they expected to remain in business they would have to 
meet the competition in some manner or other, 

Qo They would consider that a necessary expense of 
competing with their competitors? They would consider they 
had to meet their competitorst practices? A. They thought 


that that was a necessary expense. 
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Qs That is what I meant. Ae In meeting competition. 

BY MR. VAUGHAN: 

Qe You said a moment ago that if the pool elevator com- 
panies organized on the basis of agency there would not be any 
patronage dividends, there would not be any such thing as a 
patronage dividend in that event? Ae No, I did not say that 
about the pool elevator; I was talking about agency cooper- 
atives, I would think that the original wheat pool, operating 
as a wheat pool alone and disregarding the elevators, was 
an agency cooperative. it merely sold grain for its members 
and returned to them the proceeds of the sale, less selling 
expenses. They did not deduct any reserve. 

Qo. Supposing the method of operation went back to that. 
Do I understand that in that case there would be no patronage 
Gividend, in the case of the agency there could be no patronage 
taiyihonds A. No. There is no purchase, there is merely 
a sale I do not know how they could operate. They might 
be able to design some method of getting back there. I do 
not know, but they are not there noWe 

Qs There are always ways of reorganizing and getting 
on that basis. But I understood you to say that there 
would not be any patronage dividend if these organizations 
Were on an agency basis, and yet your recommendation is that 
they should he taxed on the same- basis as the association 
elevators. if they were on an entirely different basis, 
how could the taxation be the same? Ae If they were on 
an agency basis there could not be any tax because there 
Could not be any profit or een You have to complete the 
purchase and sale to arrive at a gain. 

Q» You would say in that case that they would not be 


subject to tax? A. If they were on a pure agency basis... 


on ‘hens. ® wl i ae 3 


pie 


red 


eo. Sa ant 


fit 
' 


ae Site REL 7 


-7399— Mr. Lamont 


BY THE CHAIRMAN: 

Q- That would mean a reinstatement of the contracts? 

Ag d Would not likes to suggest that. I do not even know how 
they might do it. In the elevator pusiness I do not see how 
it could be done, They were never on that basis in the 
elevators. 

BY MR. VAUGHAN: 

Q. Even if they did get back on that basis they would be 
competing with you just the same as they do now; the competit- 
lon would be just the same, only it would be on an agency 
basis rather than on the present basis? 

fio We would have to meet that contingency when it arose, 

Qe You do not know how that could be done? 

MRe FILLMORE: We are not complaining about competition 
as such, we only Ae SN ag tS 0 8s Glee de NeW fe lg 

BY MR. VAUGHAN: 

Q- I could not reconcile this recommendation that taxation 
be on the same basis when the organization might be on a 
different basis, one organized as a stock company and the 
Other as an agency? A. We are speaking of conditions as 
they exist now, 

MR. VAUGHAN: I am thinking of what Lhey Michtkbe, 

MR. ELLIOTT: You take the general position that if there 
2.8 Preriby Asocaent to be taxed, and if there is not sa 
profit, it cannot! be taxed? 

BY MRe ARNASON: } 

Qe To continue a little further ebonsuthis Line, You 
State that under an agency contract there could be no profit. 
Supposing they were to carry on operations in this way: 
Supposing the member Signed an application form under which 
the pool agreed to accept delivery of the grain, pay for it, 


take title to it, but there was in the contract a definite 
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Stipulation to the effect that after the grain was sold 
everything arising out of the proceeds would be returned 

to the member, less designated expenses. What would be your 
view of a system like that? A. I think the Commissioner 
of Income Tax has the power to so behind the scenes to some 
extent to find out whether there is any tax-dodging inthe 
operation. 

MR. FILLMORE: It was held in the wheat pool case in 
1930, as reporteé in the Supreme Court Reports, that the 
title to the grain and the proceeds passed to the purchaser 
and did not remain in the shipper. | 

MR. PORTER: That, of course, was for borrowing purposes 
only. That was due to a provision in the Bank Act and the 
case itself explains that. There was some question about 
the rights of the bank. 

MR. FILLMORE: We do not want to argue that now. We 
will just agree to disagree. 

MR. PORTER* It is not a matter of argument, it is 
just a matter of completing a partial statement. 

THE CHAIRMAN: We will let that stand then. I think that 
is all, Mre Lamont. 

MR. PORTER: No, I have some questions to ask. 

THE CHAIRMAN: I beg your pardon, 

BY MR. PORTER: 

Qe When did you become president of the Northwest Line 
Blevators Association? A. Last fall some time, 

Qe Prior to that time what did you do? 

A. I was vice-president of the Northwest Line Elevators 
Association. 

Q- I will tell you what I am coming toe You were act- 
ually manager and president of another company prior to the 


time you became identified with the Northwest Line Elevators 
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Association? A. Now. I was secretary of the Alberta 
Pacific Grain Company. 

Q. But after that you were employed, I think, for a 
period constantly with a grain and milling company, something 
like that name? A. I am now manager of the Grain and 
Milling Advertising Service Limited. fi. That is what I 
am coming to., and that is the one which takes up the bulk 
of your time? hie NOs 

. Is that the vehicle through which the members of the 
Northwest Line Elevators Association get out what they call 
their: publicity? et Os 

MR. FILLMORE: I do not think we are interested in Mr. 
Lamont's activities, We are only interested in the brief, 
not in his affairs. 

THE CHAIRMAN: We have not heard of any publicity yet, 
Mire £Orters 

MR. PORTER: We heard just a moment ago about these counter-— 
blasts. I just wanted to find out about Mr. Lamont's duties 
and interests and the interests of hig organization. 

BY MR. PORTER: 

Qe As IT understand it, for years you were actually 
in charge of publicity for the members of this organization 
across the west ? Ae I am president of the organization, 

Q.- Have not you always been doing that publicity work? 
When did you quit doing it? I will put it that way? 

Ae It may not be publicity work, it may be educational, 

Q- Call it educational, if you like, 

MR. FILLMORE: Is the commission interested in whether 
we do publicity work or not, or whether Mr. Lamont does that? 
I do not think that we are. 

THE CHAIRMAN: I do not see the relevancy, Mr. Porter. 


MRe PORTER: JI am making it relevant as I go along, but 
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I will not press it. 

THE CHAIRMAN: If counsel will promise to make it 
relevant, I am quite ready to hear it. 

MR. PORTER: I will not press it. 

BY MR. PORTER: 

Qo. The Northwest Line Elevators Association was organ- 
ized in 1899? Ay Yes, 

Qo Its function in those days and subsequently was to 
act as a sort of clearing house for the information and plans 
of members? Ae As which? 

Q. As a sort of clearing house for the information and 
plans of members? Ae Yes, generally. 

Q. It is the vehicle that you use for purposes such 
as the discussion of prices, spreads and the like? 

It is the vehicie that you use for the discussion of prices 
and competitive items of that kind as between members? Ae 
I do not know that we have ever discussed prices. Lao 
not ‘recall ever being at a meeting where prices were dis- 
cussed. 

Qo AS president of the Northwest Line Elevators 
Association you have been at a meeting of its members at 
which prices or spreads were discussed? Ay There \is.4 
special committee which I believe deals with such matters 
as prices. I am not a member of the prices committee, 

Q. But your organization has representatives on that 
committee? A&A. I think possibly the companies have 
representatives. 

Q. Not your organization? Am I right in that? 

Ae It is the companies who have the representatives on 
the committee. | 

Qe Then what does the Northwest Line Elevators 


Association do? A. Well, when a tax inquiry such as this 
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Occurs we --= 
Q. I am coming to that. You are busy all the time, 
what do you do? 
MR. FILLMORE: I really think this is out of order, 
After all, what has this to do with the inquiry or with 
The Paces seb ‘out in our briet? 
THE CHAIRMAN: We are still waiting to see the relevancy, 
Mre Porter. 
MRe PORTER: A group of people calling themselves 
the Northwest Line Elevators Association have come along 
here with allegations, facts, innuendoes and so on and I 
want to know who they are and what their job is. That is 
the relevancy of it. 
THE WITNESS: We gave a list the other day, and I 
Gan read it again if you want to hear it, of some of the 
things we do. | 


THE CHAIRMAN: It does not matter very much what they 


do. 

MR. PORTER: I quite appreciate that. 

THE CHAIRMAN: We had another tax association in 
Winnipeg, 


MR. PORTER: Oh, yes, and we will hear more of that 
one too» If this is a tax organization, all right. 

THE WITNESS: It is not a tax organization. Eee conte: 
not say that it was. I said that there were many things 
that we doe Here is another listy if you would Like 
9 list of the things we do. 

BY MR. PORTER: 

Q% 2 will not press that and I will go on. We will 
come now to the tax question. For some years now your 


association has been interested in the tax question and 
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have been spending a good deal of time on it; is that right? 

Ae Yes, and we generally meet you people down here 
when we are discussing a tax Situation. 

Q. As a matter of fact your association want to the 
Minister of Finance and urged that these organizations be 
taxed, did it not? 

MR. FILLMORE: Do not answer that. 

THE CHAIRMAN: I do not think that is relevant. 

MR. FILLMORE: Surely we are not doing things by indir- 
ection? 

MR. PORTER: It may be that parliament is the place to 
deal with that. 

THE CHAIRMAN: Giving my own Opinion, I do not see where 
it is relevant. I Uiluk t wilh maintain that objections 

BY MR. PORTER: 

Qe Now, Mr. Lamont, are you familiar with the negotia- 
tions that have been conducted annually since the Wheat Board 
began to function with respect to the handling agreement, or 
is that conducted by the member companies themselves? 

A. [t is conducted by a committee representing the member 
companies. 

Q» Your association has nothing to do with that? 

A. The committee represents the member companies. 

A special committee is appointed to conduct that. 


Q« From your knowledge as president of the Northwest 


Line Association can you tell me whether those member companies 


have signed a handling agreement for 1943-44 with the Wheat 
Board? A. I cannot say; that is a matter that the indi- 
Vidual companies would act on. 


Q- I was asking you something different from that. 


From your own knowledge, do you know whether they have? 


Ae I do not know, 
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Qe Do you recall that they threatened injunction proceed- 
ings to prevent the board from proceeding at those price 
levels? 

THE CHAIRMAN: Who is "they" , Mr. Porter? 

MR. PORTER: The members of my friend's association. 

BY MR. PORTER: 

Qe Have you any knowledge of that? Ae For 1943-44? 

Qe The 1943-44 handling agreement? A. Just repeat 
tie {uestion, pleases, 

Qe» Do you recall that they threatened injunction proceed- 
ings against the Board arieing out OF ‘the negotiations for 
the 1943-44 handling agreements? 

MR. FILLMORE: Mr. Chairman, I object to that. Supposing 
the answer is Yes? Then he will be asked why they asked 
for an injunction, or if they had just grounds for asking 
Pour 2th IT une 1On . We will be trying another issue 
within this one, 

THE CHAIRMAN: Unless this witness had anything to do 
with the request for the injunction, I do not see how he is 
qualified to answer the question. You may get another 
witness who may be able to answer DU. 

MR. PORTER: We have made the statement in our testimony 
that as a result of the competitive position of this farmer= 
owned organization there has been 4 progressive lowering 
of price to the benefit of the public and of the crown, 

I want to show by this questioning that that occurred iy 
J943-44 and was subsequently dealt with by order in council, 
to which I will refer you. Those negotiations were brought 
to an end under the War Measures Act. There was an 

attempt by the Line Elevator Companies to hold out for an 


inerease and that was brought to an end by an order in 
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Council. I can submit that order in council but this 
gentleman is put forward as the spokesman for elevan of the 
major companies, 

| THE CHAIRMAN: I do not think that that is relevant, 
Mr. Howard has said that the actual Operators of the elevators 
are here and would gO in the box, 

MR. PORTER: He Sxplained that two men are here, one 


who runs a western elevator company and another who runs a 


_ teruinal elevator company. That is Only one of the people 


who are supposed to be Subscribing to this theory, 

THE CHAIRMAN: If you want to prove that you can ask 
for a subpoena to bring them here, but as far as this witness 
1S concerned I do not "know that that is a fair question, 

MR. PORTER: I do not know the number of the order in 
council, but I will give that to the Foris trar, I would 
PULeLebhe twin Support of the testimony which we have brought 
forward, I think this ig _ Televant and I submit it should 
be considered by the commission in the public interest. 

THE CHAIRMAN: You propose to get a copy of that order 
in council? 

MR ey PORTER: I. can get one. There is no need to prove 
ae 

THE CHAIRMAN: The order in council Will prove itself. 

MR. PORTER: It will Prove itself, § Pavia Dit theta 

BY MR. PORTER: 

Qe Now, do I understand that somewhere on this record 
will appear the nhames of the members of the Northwest Line 
Klevators Association? Do I understand that they have been 
filed? A. The names were filed along with the summary 
Qf the brief to be Submitted. 

Qe MThat As ‘9 matter of record now? A. They are there, 


Qe The Alberta Pacific Grain Company is a member of 
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the association? AvalSa,leaes 

Qe And at one time after its reconstruction in 1929 
you were its secretary? Ae I was from 1926, 

Q. From 1926 to 19299 A. Until 1942, 

Q- You went with it when it was bought out by Mre Stewart 
and reconstructed? 

MR. FILLMORE: Indo nop idikerto he interrupting con- 
tinually but really I do not see what this has to do with 
vhe purposes and objects of (this inguiny.e There may be some 
indirect interest, 

MR, PORTER: I will explain what I am coming to, 

THE CHAIRMAN: Go ahéad, [I think it will be shorter if 
you go ahead, 

MR. PORTER: I do not want to go ahead but it has been 
Said -- . 

THE CHAIRMAN: Everyone has been allowed very wide lati- 
tude and I do not intend to restrict anyone now, 

BY MR. PORTER: 


Q. You were secretary of that organization? 2 ial Yes, 


Qe After its reconstruction in 1926? A. Whew it was 
“Sold to the public in 1926 I became the secretary, 

Q. Mr. James Stewart, as I reeall the transaction, 
bought that from the original shareholders and SOMGGEE to 
the new company created in 1926? &e I do not think that 
1s quite correct. Mr. Stewart became the president, 

Qe Perhaps you can tell us where we can get some of the 
material which would show us some of the details of that 
transaction and what actually happened to the capital 
position of the Alberta Pacific Grain Company on that re- 
organization? Can you tell me where any of those documents 


might be? 
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MRe FILLMORE: I do not want to be obnoxious, but my 
friend may be asking a confidential secretary for infor- 
mation pertaining to his employer's business which has no 
bearing here, 

MR «| PORTER: ‘Ticam not asking for their contents. Here 
is what I am coming at. We are told that some of these 
companies have never baidvdividends, I want this commission 
to have a look into that because I think the reason they have 
not vaid dividends is perfectly obvious. I am going to 
argue that the reason they did not pay dividends is that 
in the reconstruction that took place when they were sold 
out to the public a capital structure was set up which 
precluded the payment of dividends CVers Rie abs ad ale ae i. 
perfectly relevant that the commission should get that 
information. 

THE CHAIRMAN: What has that to do with the tax problem? 

MR. PORTER: The allegation has been made that this 
competition and the taxes are putting these people out of 
business. This witness has just said that one grain company 
has never paid dividends, and I think there is a perfectly 
clear reason why they have not paid dividends. 

MR. FILLMORE: We said that we are not complaining 
because we have suffered up to date. 

MR. PORTER: That is not what your witness said, 

BY MR. PORTER: 

Qe Mre Lamont, if the farmers of Western Canada or some 
Sroups of them were to decide among themselves that they 
wanted to take their grain from their farms to a terminal 
position at the head of the lakes at cost, would your 
association or its members have any objection? 

A. We have no objection to a farmer doing anything, 


that is ¥ up to the stage when they enter into business, 
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However, if there is a profit made they should pay taxes 
on the profit and do what they like with the balance, 

@ Your objection is not to Chel Ging 1% at cost, 
your objection is that as they are set up they are not doing 
it at cost? A. They are not COIS Py ecb Oat. 

Qe You would have no objection if they reeonstructed 
their organization so ag to Co 4 au cost? 

Ae We have no objection to their doing anything that 


theiy hearts desire, 


WR. PORTER: I do not think I have any more questions, 


I have some proposals which I should like to make at this 
stage. Having regard to the text of the reference of the 
commission which requires -- 

THE CHATRMAN: Is this argument? 

MR. PORTER: No, it is not argument. 

MR. PARKER: Are not we going to get mixed up? 

MRe PORTER: I am only asking the commission to inform 
itself about some of the facts, They may disagree with 
Me entirely, but at. thie stage I want to place these before 
the commission, The relevancy arises from the fact that 
the commission is charged to examine the cooperatives, to 
examine the competitive position of those who compete with 
them and to make some recommendations in connection with the 
Income War Tax Act and the Excess PeOrite Tax Act, having 
regard to the public interest. 

Gay Ghat it wilt he the duty of the commission %#o 
bring into balance the benefits that we urge are created, 
We urge that by reason of this competition it is in order 
to determine the cost and the onus that .is being borne and 
the onus that must be borne by the Western Grower if the 


representations we have heard to-day are maintained to be 
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relevant matters, 

Therefore, I ask the commission to inform itself and 
fy as not think it will be difficult to do that, [*ask the 
commission to inform itself of the following facts. ”.7 do 107; 
want any ruling on this at the moment, I am Simply putting 
them on the record, 

THE CHAIRMAN: You relieve me greatly. 

MR. PORTER: First, the date of the construction of each 
country and terminal elevator now owned and Operated by members 
of the Northwest Line Blevators Association, That information 
is available from the public records of the Board of Grain 
Commissioners, 

Secondly, the rate of depreciation taken by present and 
antecedent owners over the life of those properties, so 
far asi tis available. I was trying to get that from Mr. 
Lamont, but I think there are other WEys "OF "26. t in eerie, 

Third, some measure of the Capital structure of the 
original owners of these properties and the increment that 
occurred on their resale under the So-called reconstruction, 
and the extent to which those facilities were buULIG. up, 

This information may nov be available for all the se 
companies, but certainly it is available for such of them 
as were sold, as we call it, to the public in 1926 and 192” 
and 1988 and when they were reconstructed, many of then, 
in the manner of that time. As to the relevancy of this 
matter, I am prepared to argue eee at another time,. 

BY MRe PORTER: 

Qe By the way, do you know that the Alberta Pacifia Grain 
Company recently bought out all the elevators that belonged 
to Bawlf? A. Yes, prior to the WAL e 

Q- Prior to the war? Was that transaction Prior tothe 


war? A» It may have been LoS? 
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Qe Or 1940? - A. Along in there, I am not sure of the 
exact year. It was some years agO NOWe 

Qe It was after the operating of the excess profits 
taxation, was it not? A, I am not sure of the year. 

Qo And it was after the payment of patronage dividends, 
was it not? Ao It may have been in Manitoba, but I do not 
know about Saskatchewan and Alberta’, f am not sure of the 
date. 

ae . think T can help you remember the date, because 
Mr. Milner came to Calgary two years ago and that was immedia- 
tely after the transaction, I may be wrong in that? 

4e No, that was not it, 

Q» Do you know how many houses that involved? 

Ae No, not off-hand. 

Qe You cannot even guess? A. My guess might be Wronge 

Q- I am glad you are restraining yourself because you 
did not have that limitation this mornings Now, Mr. Lamont, 
you are not an elevator operator, I suppose? Ae Noy Sir. 

@, You deal with other than the practical, physical 
operations? Ae Yes. 

Qs Have you ever, in connection with these recon- 
structions that you had something to do with, heard that 
a terminal and country elevator has to bear some relation- 
Ships one to the other, has to be in balance; that the 
volume of grain into the country elevator must bear some 
relationship to the ability to handle it in the terminal 
position? Ae In my understanding it is preferable. 

Qe If they get out of tune, the earning capacity of 


€ach is reduced? Ae It would be affected, 
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Q. Oh, by the way, this is the very first question 
I should have asked yous--I see I missed it. The directors 
of your association saw this brief? AVP Yasy sie, 

Q. Was it submitted to the poards of directors of each 
of your member companies? I am talking about the boards of 
directors of each of your member companies? AyPk GO: not 
know about the boards of directors of the individual companies, 
That would be a matter between the representative on Our 
board and his board, As to what he dic, Olid osnotiknows 

Q. So you are not aware whether the members of the 
boards of the companies on whose behalf you are now speaking 
ePProved this brief? A. We are not concerned; no, 

MR, MILLIKEN: I should like to ask Mr, Lamont a few 
questions, 

THE CHAIRMAN: What I would Suggest is that if we are 
going on to finish this brief to-day, we might adjourn for 
a few minutes now, I would be quite Willing, iif) the meat 
of my colleagues are, to finish the brief now, 

MR. MILLIKEN: Am I the last person to speak to it? 

If Iam, I can assure you I will finish to-day; 

THE CHAIRMAN: I understand one or two more witnesses 
are coming, 

MR, FILLMORE: I only have in mind calling Mr, Reid. 

BY MR, MILLIKEN: 

Q. JI am not sure, Mr, Lamont, whether some of these 
questions I am going to ask you are of the slightest impor- 
tance to the Commission, but they are in your brief, The 
first one to which I would draw your attention is in the 
middle of page 9, As I say, I do not know what it has to 
do with this Commission, but in view of the fact that these 


are pleadings I think we had petter get them right, In the 
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third fuil paragraph from the top of the page, speaking of 

the pool elevators purchasing the Saskatchewan Co-operative 
Elevator Company, you say a value was determined of $11,000,000, 
and the assumption of a mortgage in favour of the government of 
the province of Saskatchewan? A. That should be less the 
mortgage in favour of the government of the province of 
Saskatchewan, The $11,000,000 was the entire purchase price, 

Q. I do not know what value there is to be attached to 
this, but I noticed that counsel for the Commission questioned 
Mr, Wesson on the value of these elevators, and Seemed to 
imply that there had been too much paid for them. Mr, Wesson 
Said his company thought 80, too -- 

MR, FILLMORE: No, we did not mean to -- 

MR, MILLIKEN: I am talking about counsel for the Com- 
P2s8i0n, Mr, Filimors,. I may say that Mr, Justice Turgeon 
was the chairman of the arbitration board, and Mr, C,D. Howe 
was a member of the committee; and while we dia think we paid 
too much for the elevators, if counsel was implying that there 
was some kind of frame-up, I can assure him there was nothing 
of the kind, 

MR, PARKER: Counsel for the Commission has never 
implied anything, from Halifax to Vancouver. 

‘MR. MILLIKEN: Counsel undertook to have Mr, Wesson 
practically admit that they were more or less the same people, 
and that it was by way of paying the money out of one pocket 
into the other, 

THE CHAIRMAN: I do not think that bears on our problems, 

MR... MILLIKEN: I quite agree, but the questions were 
asked, 

BY MR, MILLIKEN: 
Q. On the next page, Mr, Fillmore, there is something 
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else to which I wish to refer, Possibly this is Something 
that is not so much a question I should ask you but it is 
Something I want to draw to the attention of the Commission, 
In the third paragraph from the top of the page reference is 
made to an amendment to the Pool act which was obtained in 
1930. It implies that this amendment provided for reserves 
being held with or without the payment of interest thereon, 
May I suggest to you, sir, that this authority was contained 
in the original memorandum of association; that it was con- 
tinued in the incorporation of 1924, and that there was only 
a Slight change in the wording of the section in NO50 6 the 
provision in connection with the payment or non-payment of 
interest upon these reserves was always in the wheat pool 
act of incorporation. I assume, Mr, Lamont, you will not 
disagree with me on that? A. Weli, there were further 
Statements made in the directors! reports, the annual re- 
ports, concerning the payment of interest, I believe. 

Q. I can read you the act as it was in 1926-27, to show 
PVoL Ue haa that wording Picht in it; 

MR, FILLMORE: If Mr, Milliken refers the Commission to 
a statute, I know it is accurate, 

MR, MILLIKEN: Thank you. 

Dy i MILLIKEN: 

Q. Then, Mr, Lamont, over on page 16 there is some- 
thing in the first paragraph. I da not think you perhaps 
meant what these words imply to me. You say: 

"Until 1931 the three pools confined their activities 
in the main to the conduct of contract pools and handled 
only the grain of their members," 

As far as their elevator operations were concerned, 


they always handled the grain of non-members, did they not? 
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f, Y6s,°I think do, They were always public elevators, 

MR. PORTER: Is that quite accurate? 

THE WITNESS: In Alberta there is an exception to that, 

I believe, because in one year they were licensed ag private 
elevators, 

MR, PORTER: It was more than one year, but I cannot tell 
you how many years that was SO, except at the point where we 
were the single house, 

THE WITNESS: Those words, "and handled only the grain 
of their members" had reference only to the wheat pooling, 
not to the elevator companies, 

BY MR, MILLIKEN: 

Q. A little further down on the same page you say: 

"Saskatchewan Pool -- paid in 1928 and 1929; credited in 
1930 but payment made only in LOeLs 

Very likely you have known this, and it is Quite easy 
GO forget Tt, According to the evidence put in by Mr, Wesson, 
the Saskatchewan Pool paid interest on the elevator deductions 
under the first and second term contract until the end of 1930? 
Ay YR. 

Qe But under the second term contract they retained the 
interest until 1941; and I an Suggesting to you that was the 
Only money that was retained until 1941? A. The second 
Series contract; that is my understanding, 

Qe On the moneys taken in 1925, 1926 and 1927, interest 
Wes paid-in full up to the end of 1930, and by the end of 
1930? A, Yes, 

Qo Iam merely getting these statements COPPeos 3: Tadao 
hot think any of them are of very great importance, but I do 
not like them on the record if they are not correct, Now 


I refer to the next page, Mr, Lamont, the second paragraph, 
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-7416- Mr, Lamont 
where you commence by saying that in the 1929 act of Alberta 
it was decreed that the elevator reserves could be retained 
by the pool "so long as its directors are of Opinion that it 
is useful in carrying on the business of the pool." You are 
referring there to the amendment to the Alberta act in 1929? 
AS) Yes, 

Q. Which provided they could retain the deductions so 
long as the directors were of the opinion that it was useful. 
Ther two paragraphs further down you say: 

"By statutes enacted in 1929, 1930 and 1932 a similar 
state of affairs in respect of these reserves was created in 
Saskatchewan --" 

Might I suggest to you that this is slightly misleading, 
because Saskatchewan always had in its act the right to re- 
tain the reserves as long as the directors might consider 
them useful, It was Alberta that got that provision inserted 
for the first time in 1929. Are you aware of that, 

Mr, Lamont? 

MR, FILLMORE: We will accept Mr. Milliken'ts statement. 

MR, MILLIKEN: I want to refer to the section of the 
act, which the Commission has before it in the red covered 
book, 

THE CHAIRMAN: I do not think much turns on that, 

MR, MILLIKEN: I think these things are unimportant, 
bue they are ail set cut im this brist, and they ere In the 
form of pleadings, and I am afraid that if we do not correct 
them and they should go out in this way, they may be accepted 
as Ramet: because this morning some witness swore that to 
the best of his knowledge and belief all these statements 
were correct, I am sorry to be taking up your time in 
correcting what to me are insignificant and minor details, 


MR, PORTER: I do not want to have to repeat this, but 
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I am taking the position that it is exactly what was said 
this morning; that is, that it is a pleading. I do not want 
to go into all these facts, 
MR. FILLMORE: We are not parties to any proceeding, 
MR, MILLIKEN: This was sworn to as correct. 
MR, PORTER: Within the knowledge of a man who said he 
did not know, 
BY MR, MILLIKEN: 
Q. Then on page 21, in the second paragraph from the 
Ove. read This: 
"Patronage dividends, The pools have paid so-called 
‘patronage dividends! at various times since 1930,” 
LOU admit, of course, that es, far as. the ba ska tchewan 
FOOL; 18 concerned, they paid them from the very commencement 
of operations in 1925, and in that case it was not since 1930? 
A. I believe there is a statement in the back 4s 
Q. I do not believe it goes back further than 
ige9, does it? I thought of that myself. A, No, it goes 
back to 1929-30. My recollection is that there were patronage 
dividends paid, 
Qs “Prior to 1930, by the Saskatchewan Pool Elevators? 
A, Yes, ‘These tax figures just go back to 1930,.so we have 
used a Similar period, 
Me oo LRee [am Rot ipriaticizing 15. 
MR. FILLMORE: By Saskatchewan Pool Elevators Limited, 
THE WITNESS: Yes, the pool elevator company. 
BY MR, MILLIKEN: 
Q. A little further down the same page you say: 
"Latterly, in Alberta and Saskatchewan, these payments 
have been denominated 'excess charges refunds,'!" 


I suggest to you that you or your solicitor evidently 
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have all of the directors! reports of the Saskatchewan 

Wheat Pool. If you will read the directors! report of 1928 
you will find that the same expression was used then as is 
used now; that is, it was called an excess charges refund. 

An “You also ‘call thon patronage dividends from time to time, 

Q. Yes, but this implies a new practice which has grown 
up in the last few years, and I am Suggesting we always called 
them by that name in Saskatchewan, and you can check that from 
Our directors! reports, 

Then on page 23, in the middle of the page, there is a 
paragraph I do not understand, It reads: 

"The pools permit their ‘members! from time to time, as 
distinguished from such shareholders as they may have had or 
now have, to control the election of their directors," 

What do you mean by that? You are making a distinction, 
apparently, between members and shareholders, What is the 
distinction? A, Well, this is your new dollar people, as 
against your people who put up the money. 

Q. But the people who put up the money are also one- 
dotiar people. Voting in the. wheat pool i aealt done by 
One-dollar people, and always was. At any rate, that is 
the distinction you were making, is it? A, Yes, that would 
(2 gis Ee 

Q. That is, you are saying that a one-dollar shareholder 
in the pool, who also had deductions invested in the pool -- 
Pou are calling him @ sharehoider, and you are calving the 
one-dollar shareholder who has not deductions -- A, Wott, 
aman -- 

Qe. Just a moment; listen to me, You are saying that a 
man who has a one-dollar share in the pool, which he has to 


have, and who also has some deductions in the pool is a 
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different type of shareholder than the man you call a 
member, who has merely a one-dollar share in the pool, is 
that it? A, Well, a man might be what you would term a 
shareholder; he might have considerable money invested in 
your elevator and commercial reserves and really not be a 
member, having retired from farming, 

Q. But he has to be a member or he could not have the 
deductions, A member or a shareholder ina wheat pools 
Someone who has a one-dollar share; and nobody has any of 
these deductions unless he has a one-dollar share, TI do not 
know just what distinction you are making when you are talking 
about members electing directors, as distinguished from share- 
holders electing ayeonrone) Ae (Welb, itoisp the people swith- 
out any investment coming in and controlling the organization 
and taking everything in the form of patronage dividends, 
rather than giving anything to the shareholders, 

Q. Rather than giving anything to the shareholders? 

Mes XOS; 

Q. You know the wheat pool is forbidden to give its 
sharenolders any dividends?,. A. They are, doing it now. 

Oo “NO,otheytare not. A, What are they giving? 

Q. The only thing is patronage dividends, AL. You 
ere @iving them 3.per cent. 

Q. No, we are paying interest on the elevator deduc- 
tions, 

THE CHAIRMAN: Just establish the fact, Mr, Milliken. 
Youeean argue that later on, you know. 

MR, MILLIKEN: I beg your pardon, sir. I should like 
to draw the attention of the Commission, because I do not 
Sucne it 15. a matter.for. the witness -- 


THE WITNESS: It may be that on that point -- 


- | ses : a1 = i rs iia z 
i 9a pie Sree ey wa pam 


1 mete ie 

a ts bat, ae speed: byte ‘ale ti ie : ahi te ae 
> a Gs Saath aAltybociet eh’ éont oat =e 
ee: leh aby cebihe aaneas a et igs Posntie ‘tay, on Hh 
pari beta ; 


7 
7 


Bap ei heom, trees 2° ust 


oe Dagh A 3] i nt fs & ao) 8 : 
a Sha ie a - = 
ms hi PNG tee Sis, heres ye . ae oe Gee) ae shir 
Wat i ee cme ; 2 ioe : i 


Go 


; hx es Sap hia) 7h nee eo, Han hee: Ge salen: ‘vomits eal ne 


chs 


a 
“2 


mn a Ags ate? ote rit okay Tere: 
nett mt 0 $ gitdogamngh ewes ont ana ee 


d %4 ar h.t Prt) nie 6 mt Tee) we singsihenun mete +e sant sodden? i ia 


Mais: hie 


; nde =a yp 
a vi ohbode: : 


‘i 


’ 4d 
GtLOs, Oo gopOteit gt esd dete ede) 2gi an 
py re ru ob ets. COT ie Pot onnalad ae ont etaldodons 
es . > j ; aa 
P i 4 a N : M4 Hit 3 kal i : 4 ia a5: , vy rf ¥ alst Loge 


ieny e4 pega? y.th. bam Sal ayy tf Mee. whe att 


ni 7 iy 

i : ae ae 4 
wey te @ ode Selle 
‘ + ‘ + .- a a f ui ae : 

¥ a) | 
Bac: OS a Gh, i. tho Ore Joat aie he ee ae ON el ae 


Peek hy tact ach de tisetes coy 
te kang gas 7 ¢ Tike ORES ices ; 


ag glen age Mr, Lamont 


MR, MILLIKEN: I am on another matter now. I should 
like to draw the attention of the Commission to the paragraph 
at the bottom of page res, which states that no member or 
shareholder as Such has any title to any of the corporate 
property or assets of any Subsidiaries, that all such assets 
and property are vested in the corporation concerned, 

Mr, Wesson's evidence is that the Clevator shares are held 
by the Saskatchewan Wheat Pool in trust for its members, and 
have always been said to be held in that way. The members 
have always been told that. Therefore I am just Suggesting 
to the Commission that this statement 18 Open to question. 
I am not asking the witness any questions about it, however, 

Q. Turning to page 27, Mr, Lamont, at the bottom of the 
page -~ no, I am sorry but I am afraid that is not the page. 
i Wil ThdestAwithnuit witheit mentioning the page, Am I to 
understand that you are of the opinion that if an elevator 
company had a contract with its members to deliver grain to 
it, under which it agreed that no matter how it handled that 
grain, whether it stored it, merely shipped it, merely put 
it through the house, or bought it and resold it, but it has 
a written contract to pay everything to the member at the end 
of the season other than the actual cost, that it could ne. 
do so Without first paying income tax on that money? A, Well, 
if the company operates in such a manner under the act that 
it made a profit, then it would first have to pay whatever it 
Should pay by way of tax before it paid out anything to the 
grower, 

Q. Somewhere in your brief you say there is no Obliga- 
tion, expressed or implied -- and that is what I was trying 
to find -- on the part of the pools to refund the excess 


charge or the patronage dividend to their members, What I am 
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asking vou: £8, .4f there was an Obligation expressed -- we 
will forget about the "implied" for a moment -- if there was 
an obligation expressed, are you of the Opinion that it would 
Still be the income of the pools:, A, ,,0Qnce again, I would 
want to see the obligation, 

MR, FILLMORE: Of course, my Lord, that is 4 matter of 
argument also, I suggest, 

THE CHAIRMAN: I am afraid, Mr, Milliken, you are arguing 
the case with this series of questions, 

MR, MILLIKEN: I am very anxious to get this witness or 
Some other witness to give an answer to that question, because 
I want to ask him something else. If I were sure there was 
going to be a grain witness called to the stand I would stop 
now, and ask this question of the grain witness, 

THE CHAIRMAN: I would call your attention to the fact 
that up to now you have been advancing an argument, This 
really is not questioning the witness, 

MR, MILLIKEN: I am very sorry, because I have Some thing 
to ask some of these grain witnesses, something that I would 
like explained, 

THE CHAIRMAN: TI rather thought you would be holding 
your fire for the argument. 

MR, MILLIKEN: Frankly it bothers me to know what are 
statements of fact in this brief and what are arguments, - I 
thought when the statement was made in this brief that there 
wa8 no obligation,express or implied, on the part of the pools, 
that was a statement of fact and not an argument, 

MR. FILLMORE: We say that in the evidence before this 
Commission up to date, no such obligation has been discovered, 
But my learned friends may not agree, We will have to consider 


that later, 


saint te if 


Be pe seers sos he sale 


| oe e keene ti mapaNe a 
Bris eet pees tgs! ee oat tet RE se a, 


| ea 


Beeps sabi ety ae: wii meine ge ae) thy po aes 


ay sas ‘| Ve 
lege erik. eto ate te gosta mit ee 


fe ba Fy 


te ES BENE anti bia bo. Rosa Re oa 8 
apnonsy hee ce oo em asda wee 


nae 
Bret ¢- * ni 


Pe oh ats ey ead ineihho Pee peng bg Pe, es sit DA a Be F, 
Pat ge seinen eu shisespi tin \ epee ove uy wen am ae siete 


i Be ee ace paleo, og rt “a 

ya. : ; . a are : Se 
Bs «) 45 

gir : i : ' ren 

nO <a, 2 RCE ONS og sins mn Te B | es | cr a, ve ous 


cs + 


At Oe rel Pompe: Lash ae Sekt ‘uh pea, By Ory <6 come M2; ta 
é head ‘<a : M +s ae (ewe f ’ 7 7 ; 
. . : 5 Wats ‘ 


#55 : ae , fe: a , im ae 
i . 3 ', 
Th cl finns «yy Gheuund, Ot ee aa art a ss 


eh po L. Gar el ayvaer i. ee nea oe oa ot ian ur i 
ees a 
: a s<e8 ab i H nit TT) 
aie el hs, nl 
Di ef 7 - 
we UC Pe 6) ees Oe | sted TOC ans am pe T ii, 4 in oa 
4 i : : i, rn C 7 i ; my 
e = 
i 7 Sh ti to Fee if y iy 
| * pce as, ; f eM shh SOS Ae. , eh ets IF bie 
: a 
x as a ‘ 
; . 
hf)’ y | oe 
‘ 
. P< ef fy % 
t 
a gl papers 
wi si 
11 . i . 44 i \ 
5 hy bs 
: on ty t a onehait arg ean at 
® ied 77 =f 
j ; 
Lees, tel + ’ : 
7 on ' 
ty oy J = ma) ’ Py i 4 
pe -y ms Het Fie ras a ae tr 7 ie 
me - han ‘ ’ 4 : 4 
eam ole Vraitier aro et 


oo. Vee. Mp, Lamont 


THE CHAIRMAN: That is a matter of argument, 
MR, MILLIKEN: I am not asking whether one has been 
discovered, I am asking what he would consider an obligation, 
THE CHAIRMAN: We have all the facts Surrounding that 
Situation, and it is merely a matter of argument, You may 
not agree with the witness, 

MR. MILLIKEN: I do not necessarily disagree with the 
witross, I realize there is room for argument on that point, 
but I thought I was asking a question of fact, However, I 


Pol Bot press. gully Thetis addy Mr, qanont, 


Noe wee, 
Director, North-West 
Line Elevators Association, 


having been duly sworn, 
testified as follows: 


AS Ne Pe ee enn meee ete epg 


BY MR, FILLMORE: 

oe) 200 420e Mr (cumberland Reid? oN. Yes, *saxr- 

Q. And what is your occupation? A, Tama director 
of the association,and outside of that I am president of the 
Western Grain Company. 

Q, Which is a member of the association? A. Yess one 
of the member companies. 

Q. How long have you been connected with the grain 
business? A, Well, I noticed that when the other witnesses 
came here they tried to establish a long connection with 
agriculture and the grain business, and to answer that I will 
make a brief statement, 

MR, PARKER: Answer the question; we do not want a state- 
INent, 

BY MR, FILLMORE: 
Q. How many years have you been connected with the grain 


business? A, Practically all my life, My father operated 
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an elevator in a small town in Manitoba, 

Q. In charge of an elevator? A. No, I have not been 
in charge of an elevator. I have worked in them, 

Q. Have you been an elevator superintendent? Bee: Wal 
never had a responsible position in the business until I came 
back from the war in 1919, 

Q. And what was your position then? A. I was general 
Superintendent then, 

Q. Of what? A. Of the Western Grain Company. 

Q. At page 32 of our brief we state that it is obvious 
that the farmer will patronize the elevator at which he ob- 
tains the highest price or the lowest handling charge, In 
view of your experience, do you say that such is the case? 

A. I think that is a very fair statement, borne out by what 
we find in everyday dealings with our customers, 

Q. Then you state: 

"Consequently, to remain in business, all line elevator 
companies and United Grain Growers Limited had to put reduced 
charges into effect, regardless of the fact that services 
rendered must be performed at a loss," 

Pirvst of all, did‘all line elevator companies and the 
United Grain Growers Limited put the reduced charges into 
effect? ae Yor, 

Q. And why did they put them into effect? A. Because 
they felt that competition would force them to do so, I 3m 
going to enlarge on that a little, This is a matter of 
Opinion, but I think that with the congested conditions we 
had at a lot of points we could have quite well said, "Well, 
it is below cost and we are not going to meet it," and we 
would still have that business. But I think we would have 


built up ill-will with our customers for the future, and 
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therefore I think it was Sound business to immediately meet 
that ccmpetition., 

Q. Then you say that the Services rendered must be per- 
formed at a loss, To what services do we refer? A, Well, 
of course ina general way we have two means of income or 
revenue in the elevator business; that is, from the handling 
charge and from storage, 

Q@. I should call your attention to the preceding para- 
graph, which refers to the reduction -- A. I was going on 
to say that this was the handling charge, and while our con- 
tract with the wheat board, as shown in the evidence, was 
5 cents a bushel, this was slashed to Ll cent a bushel, Of 
course your income is the rate multiplied by the volume, and 
there is not any question that unless you have a tremendous 
volume, 1 cent a bushel will not begin to pay your operating 
expenses, I think the witnesses for the pools made that state- 
ment the other day, 

Qe yelhatois vourvvyiew, hhatethoss services a: ou 

BY THE CHAIRMAN: 

Q. That is the handling, as distinct:from the storage? 
A, Yes, the handling charge at 1 cent a bushel ig definitely 
below the cost of performing that service, 

BY MR, FILLMORE: 

Qs ‘That is your Opinion, based upon your experience? 
Peet 1S Opeaion, and 16 As ja :faet.. © thini- any operator 
Moll verify that. 

BY MR, ELLIOTT: 

Q. Do any concerns engage in one of these operations 
and not in the other? A. Sometimes you involuntarily engage 
in only the handling of the grain, because it moves through 


your elevator so quickly. It may move out within the fifteen- 
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day free storage period, if there is no wheat being handled 
On a storage operation, and you never earn that storage, 
That is what happened to us in 1937 and 1938, 

Q- SO your statement is that if you did not get any 
handling of that grain --? A, If we did not get any 
storage, 

Rie Di yousdidhnot get any storage -~- ? A. We would 
be Ladly in the red, 

BY THE CHAIRMAN: 

Q. That is, the 1 cent ts not sufficient to take care 
of the handling unless storage is considered also? A. wUnless 
you get some storage revenue also, | 

, BY MR, FILLMORE; 

Q. Now turning to page 36, at the bottom of that page, 
the brief states; 

"Should there be a continuation of unfair competition, 
which they can provide because of their paying no taxes, the 
line elevator companies generally will ultimately have to 
Sell out to them or reorganize in such manner as to avoid 
cegation, © 

Are you complaining that you have suffered materially 
up to date? A, No. I think circumstances have been a 
saving factor up to date, This contemplates what is going 
to happen when this backing-up of business is over, 

Q. What do you mean by "unfair competition"? A; Well, 
I think that is as regards tax, We expect to operate with 
equal opportunity in the country, but they are carrying on 
exactly the same kind of business and so far have been 
escaping taxation, Do you want me to enlarge on that, as 
to why it hurts us? 


Q. Just a moment. Then you say that if this unfair 
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competition continues the line elevator companies generally 
will have to sell out to them or reorganize in such a way as 
to avoid taxation, Why do we make that statement? How do 
you explain that allegation? A. TI think if this situation 
continues, with the revenues of the pool elevators not being 
taxed, as a result of which they are able to pass out earnings 
to their patrons, while we, under the present taxation, have 
mos. of our earnings taken away, we will not be able to meet 
that competition and it is inevitable that in the long run 
we will lose out, unless we devise some way of organizing to 
evoid taxation, 

MR. PARKER: I do not think I will ask the witness to 
enlarge on his statement, 

MR MELLIRENS 12 do not think» I have any questions, 

BY MR. GiLLLOCt ; 

Q. I understand that some line elevator companies made 
payments on a bushelage basis, with the object of securing 
business in competition with the pools which had been paying 
patronage dividends? Ay That is eorrect, 

Qe. Would it be your opinion that such a procedure was 
a necessary expense to meet the pool competition? A, No, 
it would not. We did not make that patronage payment, Of 
course that is my opinion, The companies who made that pay- 
ment thought it was necessary to protect their business, 
They were sorry afterward, when they got a letter telling 
them they would have to pay income tax on it. 

BY THE CHAIRMAN: 

Q. When it was not acceptable they gave it up? 

he Yes, they only did it one year. 
BY MR, BLEIOTT: 
Qe Do you consider the fact that the pools pay or 
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allocate patronage dividends, in addition to the ordinary 
market price, is detrimental to your company? A. Absolutely. 
Patronage dividends, in my Opinion, is simply a name that has 
come to have common usage. You have to go behind that ana 
find out what it is, It is Simply a method of disbursing 
DRO. S , 

Q. In answer to a question Dy ie Pal imore 

BY MR, FILLMORE: 

Q. With regard to the payment of patronage dividends, 

I suppose you only have personal knowledge of what your own 
company did? Adheve si Tada y alive Svdid not pay patronage 
dividends, and I really have not knowledge of the eee 
we will say, that were used by the various companies who did 
pay them. But I do know that they all told me they got 
letters pointing out that this was not allowable, 

BYR. ELECT: 

Q. Therefore you would limit the statements you have 
been making to me to the experience of your own company right 
through? Aig MMOS: 

Q. You said that you considered it necessary to meet 
the reduction in charges made by the pools. You do not 
consider it equally hecessary to meet their patronage dividend 
policy? A, That would have to be qualified, depending upon 
the conditions, I think we may 25 well pe Trank spout Ate Ae 
have been running through a very congested period, and we have 
been able to get business, | 

Q. I am speaking now of present conditions, of the con- 
ditions which prevailed at the time that reduction was made, 
and also of the conditions which prevailed when patronage divi- 
dends were being paid, I am only speaking of that period, 

A. When customers have the right and the full privilege, 
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Owing to plenty of available elevator space, to SO where they 
like, there is not any doubt that they will 80 where they can 
get one-quarter cent more, 

Q. And you consider a patronage dividend as being in 
Some sense equivalent to a quarter-cent more ? A, Several 
of the patronage dividends which were paid did amount to a 
quarter cent a bushel. | 

BY MR, NADEAU: 

AP Wis ei wi ois your knowledge that some manbers of the 
pools may go and sell grain to your company? #, “Oh, ves; 
we have a lot of them. There are very many of them, Of 
course, aS I say, under ore sent congested Sondnet ee you 
get an interchange of customers, But I think it is LAI Aue 
Say there are a lot of pool members who are not sold to the 
pool; they like to pass their business around, and we regularly 
get some of it. I think the pool officials know thaty too, 

BY MR, FILLMORE: 

Q. It is suggested to me that some companies are still 
allocating or Setting aside patronage dividends, with the 
view or in the hope that the Situation may change. Do you 
know anything about that? A. I think some of them are 
doing so, Notably that was shown in the Grain Growers bricfr., 
which was put in yesterday, 

Q. And there may be others, as far as you know? 

A, There are some others in the trade, as far ag I know, 
who are doing it, Yes, 
BY MR, MILLIKEN: 

Q. Did I understand you to say that you did not think 
under any circumstances a patronage dividend, or a refund of 
an excess charge, or a refund of any of these charges was 
anything else than a distribution of prorius7 "A, ner its 


my Opinion, You are carrying on a business, 
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Q. Your elevator company is a member of the Winnipeg 
Grain and Produce Exchange Clearing Association? A, Yes, 

Q. And you have some stock in that organization? 

A. We have what is called a membership in it, 

Q. It is an ordinary joint stock company, incorporated 
under the laws of Manitoba? A. I am sorry, but we have 
had a membership in it for many years and I do not know what 
Te rae he ee voluntary organization put together for one 
purpose; for clearing trades, | 

Qe ‘Temay not be fair to -asr you that question, because 
it is a long time since this company was incorporated, It 
was incorporated in 1901, under the Joint Stock Companies Act 
cm une provinces: of Manitoba, and I have here in my possession 
a copy of the charter which I had forwarded to me a few days 
ago from Winnipeg, and which I should like to file with the 
Commission, If Mr, Fillmore Says it is not a correct copy, 
after he has had an opportunity of looking at it, I am quite 
prepared to have it corrected, This is the chartex of the 
Winnipeg Grain and Produce Exchange Clearing Association. 

MR, FILLMORE: I may be misinformed, but I understood 
the Commission had a statement of that kind, 

MR, MILLIKEN: With reference to this association? 

This is not.the grain exchange but the clearing house, If 
you have this, Mr. Chairman, I am sorry to be taking up your 
time. Have you a copy filed already? 


THE CHAIRMAN: Yes, 
MR, MILLIKEN: Then I am sorry to be taking up your 
time in this way, 
BY MR, MILLIKEN: | 
Q. JI should just like to ask you, Mr, Reid, if you 


know whether or not that organization pays all but 10 per cent 
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of its annual earnings in the nature of a refund, a reduction 
in fees charged, which I think is the expression used? 

A. Quite frankly I know nothing abvuut it, but I know what 
the association is organized for and how we use it, We put 
our clearings in there, to save all the members passing 
cheques between one another, 

Q. And you have never noticed that you were getting a 
refund or reduction in fees charged from that company each 
yoar? A. I would say it 1s a very small amount. It amounts 
to a few dollars, 

Q. Now, Mr, Cumberland Reid, when the Winnipeg futures 
market is running wide open in wheat, that organization does 
a big business, It is true that at the present time, when 
Enere is no futures trading in wheat or flax, it cannot be a 
very large amount, and it will not be ag long as the wheat 
PoArdy 1s operating, But once the wheat board ceases to 
operate and the futures market opens, it will do a very large 
Pass nsss, Widlitts not? I am referring to the Winnipeg Grain 
and Produce Exchange Clearing Association, Ay bAhere used 
to be a very large volume of business cleared through it 
every day. 

Q. I show you a copy of the balance sheet of this 
organization for 1943, and I have a Similar one for 1944, 

I should like you to show me where there is any reference in 
this document to the fact that a refund of excess charges was 
paid, If so, was income tax paid on it? A, Mr, Chairman, 
I know nothing about this company. I have never been a 
Ggirector of it, 

MR, MILLIKEN: JI want to draw the attention of the 
Commission -- 


THE CHAIRMAN: The witness says he knows nothing about it. 
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MR, MILLIKEN: Apparently these are confidential docu- 
ments, and I do not know whether or not you have the balance 
Sheet filed with you. But I should like to draw your attention 
to the fact that this organization does not show in its balance 
Sheet a patronage dividend at all, 

THE CHAIRMAN: You cannot ask this witness that question, 
Moma nol an oTrriciaL or that company. 

MR, MILLIKEN: “Well, sir, his company, the same as my 
Client,gets the patronage dividend, that is how I know about 
it, They get this statement, the same as Myc itents ett, 
It is strange that he knows nothing about it, 

THE CHAIRMAN: You cannot ask him to examine and report 
upon a balance sheet of another company, with which he is 
not connected, 

MR, MILLIKEN: He is a shareholder, 

PRE CHATHMAN: ves) out -< 

MR, MILLIKEN: He is also one of those who receive the 
patronage dividend. 

THE WITNESS: I never heard any transaction called by 
that name in the clearing house association, 

MR, MILLIKEN: No, they have a new name for it, It is 
a reduction in the fees charged, That is an expression I am 
thinking we might adopt. That is all, thank you. 

MR, FILLMORE: That completes this part, I think, 

THE CHAIRMAN: Well, Mr. Parker, what will we take up 
to-morrow? 

MR, PARKER: To-morrow we will take up the exporters! 
brier, and Professor McDougall, Then I understand that on 
Thursday we will take Mr. Good. Thoro 18, 0ne tnine Pesneula 
like to bring up before we adjourn, however, 


MR, MILLIKEN: My Lord, as far as I am concerned I do 


7 aad ae , oes iB! ae ‘males phi 
Sade eee ool a nay a inner ee no 
| de neat ee Geld alate’ auntie’ eed soe Sh me 
bie en et be ididal oak sical 


ae gtd acct tee a ‘a6 vou fe 


ie ny. a Late canes a wt Aon | ae am “were a | 
RS tse, ee a a HEE ony 
| Beer Get hh vei rs age Gee vi oa | TEER ae 


y . : | a 7 } ; 7 Le 
i Aa 2) as OR Sn eG ah * ee tf 
ay “a : ; ; a ; t 
Eiht Rune yell La VA A ee Be ber ndiig uit ted a 
: ur : nd ; 
Eh koa 7 i oly he = 
Wh ies f a , : i M 7 Rs 
. es We ie a, Ce ea Oe vutena rie cal 
5 . A] eee bo le og eee eo: wit RE Se Ltaibaes 
t , tact Ay 
¥ . . es, 7 a, ee if . : ae . .o ae 
Beumeliat? 7 ihe 1d eee See il pa, me a 
vf re. 
i _ ay ; 
i ; we ce he a * a y : 4 f tt é yAS My he LIE Bh, 
RertoMted: eyed feu.) tehd.> rot th A Oy) Ra RAE saitsiapy 
' , ’ Pa 
<1 
ti. py ase sper. ie Gu etd 
M * ’ - 
. are wre i oe ' 
A aly . Lew cam) - =a > ) i uy co 
; % 
: ; : , 
' ne eat | 2 ot erat ‘ a yy, : 
te 
By ty i 7 
/ ‘ 4 - bana, tg wage a t 
"i te a. hey a | es 
= 2) : ; i oa dict e pF A : sc i 


~7432- Mr. Reid 


not care whether the export brief or Mr, McDougall's brief 
is read. I am prepared to accept them as read, because I 
have looked through them both, 

THE CHAIRMAN: I think that is up to Mr, Fillmore, 

MR. PARKER: What I. was going to bring up before we 
adjourn was this. The poard will remember that Mr, Good, 
on behalf of the Co-operative Union, read his main brief 
at the Ottawa Sittings in Hepruary, <vie filed a Supplementary 
brief, and it has been intimated to us more than once that 
at some stage he proposes to submit some definite recom- | 
mendations in reference to the tax matter, On Thursday 
Mr. Good will be here as a witness, and I think perhaps some 
indication should be given to him and his counsel at this 
Stage whether the Commission expects that at the end of his 
examination, following the reading of his supplementary 
brief, he will be expected to then submit his final recom~ 
mendations, or whether those recommendations will be per- 
mitted to be held back and submitted perhaps at a much 
delayed session, at the time of the argument. His counsel 
is here, and I think we might have the matter clarified so 
there will be no further argument about Asti 

THE CHAIRMAN: As I understand Lbs \awtGood. 16..8t ae: 
in the witness box, His examination is to be completed on 
his main brief, Then I understand that he has a Supplementary 
brief that he wants to speak to, and in the third place I 
understood from Mr. Good to-day that he had a series of 
recommendations that he wanted to put in, at one time or 
another, I told Mr. Good that we must finalize the hearings 
very soon, and that really the recommendations would be a 
part of the argument which is to come. Was that not our dis- 


cussion, Mr, Parker? 


a oben ite Babi eh ene oe" 


ee: wate Bit meee ‘wi neh ae 
or . ott? ma beste uno tai eo 
> fae 


Pe, be’ gsi ‘ie tena ie tat. net af re 


. ; Uae «. haere pie peepit L bi, epee # or ote: oat re 
ie We yo ix + sa Shee 7 
. . | | ait: _ oh ete We: i, hah bei si ah, oe by oe bevbiiers aa be ved 


: ae’ Sie sila ees” "Ee ‘heh rrr ag iad ke hema et, —— tial 
ee anbeteat ween TiN hai: ial ‘pisgtiens at waurworte®: sg | 
Pie, saa 4 aie! . toni iegit oF, pos onaae od phaw 49 aceeal 


7 


| ; va at . putt b Haar 'h ind F. d sateen TUNE peg etd, opatihndly ay ones st ee : 


| ee is 
, my . | | I 
eid : 4 A ' ie uad | it 4 i, re | i a io Py ‘¢ s het : “ys o fniguc “Tag dh ol B59 ’ as be of 0 i . 
me Ores eo =) ¢ on Heed) | ~ ’ fx * 


maa ae Be we DeLee It et ani z0 watae ryt? aha ag iveqe . 


=~ i 7 
i Pee servlets ne, ewes oa canis ey nest [ tees exeoaa) 
it: del ‘oem e ‘addi? OG sul Sida, opel 


a ine =e 


bane ay Bw “e oon fie ere Re. fia git a 
| ay Page: at a ton ASP ti: 5 eas Wh (yhtotet nile osg 
eT PU 4 | cl “She oe Gs ode ‘ot teed aetng 
aq x : Vrs tos © Hin {> teat" odin OF Q600. tim sah esata 


‘ f Pearse tel bie tT ,t Gtategonay PsA elie ae Lae | 


-| 

a) 
mo 
aioe 


oe cla 
on - et ie re é - a. o SA 
nck Mii cactanbese:ni-s. of ).gohape eee ae 


oe 


ow , : c 
-_ _ ‘ : an 5 i te rn tees , 
re tink Ph ee Piet : ri Py 41 ry) ae Wi he £ Chad atrt at - Bett | Tks be 


Pisane Mr, Reid 


MR, PARKER: Yes, 

MR, MILLIKEN: Would you mind clarifying that“last roe~ 
mark? 

MR, PARKER: I am not sure that we are on common ground 
there, whether it is intended to have the Supplementary brief 
put in and have Mr. Good prepared to answer any questions 
which may be put to him, or whether that is part of the argu- 
men* that will be received as such and submitted through 
Me Prancd 3; 

MR, MILLIKEN: Is that what you were just saying now? 

I am only asking for information, 

THE CHAIRMAN: The trouble is that apparently Mr, Good 
is not prepared to make his recommendations at this time, 
chee sr Gher agi nr culiy wo sarecd ns 

MR. PARKER: If there is no Objection, and he wants to 
Submit his recommendations at the time of the argument, 
perhaps two months hence, I do not mind; only I want it 
settled, and I think the board should have it settled, so we 
would know and other counsel who may be interested in those 
recommendations would know whether they are to be heard and 
examined into on Thursday next, or whether they are to be 
heard at the time of the argument, and whether or not questions 
may be asked then, 

MR, FILLMORE: I was expecting to stay over until 
Thursday for the purpose of asking a few questions on the 
brief which has been put in, or anything else which may be 
ELLE, 

THE CHAIRMAN: Then what Situation are we in? I under- 
stand, Mr. Francis, that you are going to argue the case on 


behalf of the Co-operative Union? 
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MR, FRANCIS: My Lord, I find myself in a position 
which is perhaps a little unusual. I did and do represent 
a large number of cooperatives before this Comission, hut 
I did not appear on behalf of the Co-operative Union of 
Canada, Mr, Good was called to the stand by my learned friend 
Mr, Parker, and he was examined Dy Pe Parker ike ata. hot 
appear for the Union, 

MR, PARKER: I will have to correct my learned friend, 

I did not call Mr, Good to the stand and did not ask him any 
questions, After he appeared and read his brief the record 
will Show that he was expressly stood aside, so that I might 
ask him some questions when he next appeared, 

MR. FRANCIS: I am sorry if I have not stated it properly, 
I want to make it clear that he was not produced as a witness 
by me in the ordinary way. The position is that a committee 
has been conferring in regard to a number of cooperatives, 
but I am not appearing, and I have no instructions to appear, 
on behalf of the Co-operative Union of Canada. It is a group 
of cooperatives in which I.am interested and which I am 
representing, That As the position, 

MR. PARKER: Then the position is that we will have to 
wait until Thursday and receive such material as Mr, Good may 
have. If at that time he suggests that he should have another 
crack at it, we will have to deal with the matter then, 

THE CHAIRMAN: We do not know where we stand at the 
moment, and there is no one to explain the situation to us. 

MR. PARKER: That is right. 

THE CHAIRMAN: Then we will adjourn. 


---The Commission adjourned to meet again on Wednesday, 
May 2, 1945, at 10 o'clock a.m. 
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ROYAL COMMISSION ON COOPERATIVES 
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The Commission appointed to inquire into the 
present position of cooperatives in the matter of 
income and excess profits tax, organization and 
business methods and operations, and the compara 
tive position of persons engaged in business direct- 
ly competitive therewith, met in Ottawa, on Wednes- 

- day, May 2, 1945, 


PRESENT: 
The Hone Mr. Justice ERROL M, McDOUGALL, Chairman 


B. N. ARNASON 


) 
Ge A. ELLIOT? ) Commissioners 
J. Me NADEAU 
Ja Je VAUGHAN ) 
Kugene T. Parker, K.C. Counsel 
Major H. D. Woods) Associate 
J. &. Chapdelaine) Registrars 
Colonel G. Wy. Ross Executive 
Secretary 


APPEARANCES: 
Re He Milliken, K.c. ) Saskatchewan Cooperative 
: ) Producers Limited, 
) (Saskatchewan Wheat Pool) 


M.M. Porter, K.C. ) Alberta Wheat Pool 
Ben S. Plumer ) rt " " 


He Se Scarth, K.C, ) Manitoba Wheat Pool 
W. J. Parker ) i a " 


ie Ey Sheer i. Kal ) United Grain Growers Limited 
Ee be Gr litin ) i? ae a ” 
Je EH. Brownlee ) rt a a v 


Cecil Lamont ) North West Line Elevators 

W. Pe Fillmore ) ‘t ‘t " " 

W. Be. Francis ) Group of Cooperative 
Associations 
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Ottawa, Ontario, 
Wednesday, 
May 2, 1945 


The Commission met at 320 &eM., His Honour Judge 
McDougall presiding, 


MR. PARKER: This morning we have first the brief of the 
exporters, Mr. Fillmore being in charge of it, I will call 
on him, 

MR. FILLMORE; JI will ask Mr. Rupert Reece to present 
bie Drier, 

RUPERT C, REECE, 
Manager of K. B. Stoddart & Co. Ltd., 


called and duly Sworn, testified as 
follows: 


BY MR. FILLMORE: 

Q. What is your occupation, Mr. Reece? Aye arenes 
manager of K. B. Stoddart & Company Limited, 

Qe Is that company in th export business? A. Entirel: 
in the export business, 

Qe Have you an association ? Ae Yes. We have an 
association called the Shippers and Exporters Association, 
but I am appearing here to-day submitting this brief and 
acting as spokesman for a group of exporters similar to myself 
who are members of that Shippers and Exporters Association, 
In fact, this brief is subscribed by all the exporters in 
that association with two exceptions, and I might Say I have 
a Signed copy, Signed by each individual exporter, authorizing 
me to appear, 

Qe Who are the two exceptions? As One is the 
Scottish Cooperative Wholesale Society, who are not interested 
in joining in our brief, and the other is the Saskatchewan 
FOOL, Export Department, who are definitely not interested 
2D Joinines 


Q- So that with these exceptions you represent all of 
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those interested in the export of grain from Canada or from 
western Canada? AG Unk  T ekesare in Saying from 
Canada . 

Q. Are those firms who have subseribed to the brief 
members of the Northwest Line Elevators Association Limited? 

fi. Three of the companies included in this brief are 
elevator lwners, members of the North-West line, but as an 
association we have nothing to do with the North-West line 
being an entirely separate organization. 

Q. Who are the three? Ae The Reliance Grain Company 
Limited, James Richardson & Sons Limited and McCabe Brose, 
Grain Company Limited, 

Q-They also have country elevators? Ae §Yes, Gut We 
are an entirely weparate organization, 

Q. You may proceed now, As The brief is as 
follows: 


EXPORTERS! BRIEF 


Preliminary: 

"The Saskatchewan Pool Elevators Limited and the 
Saskatchewan Pool Terminals Limited, both subsidiary of 
the Saskatchewan Gooperathve Producers Limited, are in 
the export and domestic field. For purposes. of this brief 
we shall refer to these companies collectively as the 
tSaeenoaah Pool, They form part of one and the 
same gmeral organization and are properly regarded as a 
Unit. 

"The Saskatchewan Pool pays no income or excess 
profits taxes, whereas we, who compete with it, are re- 
quired to pay these taxes. We do not complain because we 
are called upor to bear our share of our country's war- 


time burdens, but we think it most unfair that our 
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government should discriminate against us in this regard. 
It is obvious that discrimination is involved whm a 
competitor of any taxpayer is Supplied, through freedom 
from taxation, with the means to grow more and more power- 
ful, and better and better equipped to carry on business. 
Naturally, the higher the’ tax rates the greater the 
discrimination. 

"YOu will observe that three of the ten companies 
which are joining in the submission of this brief are 
members of the North-West Line Elevators Association, 
which has already submitted a brief, The reason why 
these three association members support our submissions, 
as well as those made in the Associationts Brier, is that 
they are engated both in the business of exporting grain 
and in the business of operating grain elevators. 

"The brief of the North-West Line Elevators 
Association discloses many facts about the Saskatchewan 
Pool which are pertinent to our representations. We are 
proceeding on the assumption that these facts need not 
here be re-stated and shall set forth herein only certain 
additional facts which relate specifically to our sub- 
mission. 


Operations in the Export Field of 
The Saskatchewan Pool 


"The Saskatchewan Pool has become one of the largest 
exporters of Canadian grain and its export business is 
rapidly expanding, 

"In 1938-39, its total sales of grain in all positions, 
according to its 1938-39 financial statements, aggregated 
abous 9,000,000 bushels. These sales increased to almost 
16,000,000 bushels in the following year, 1939-40, and 


in 1945-44 amounted to over 56,000,000 bushels. 
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"Figures from year to year are as Tollows: 


1938-39 9,000,000 bushels 
1939-40 15,754,076 
1940-41 28,649,574 
1941 ~42 vey Oi O20 
1942-43 37,477 923 
1943~44 06 , 489 ,586 


"These sales may be assumed to be mainly for export 

"We do not attempt to estimate the profits derived 
by the Saksatchewan Pool from year to year from its export 
business. They mast aggregate a substantial amount as, 
otherwise, the business would not have proved sufficiently 
attractive to stimulate the pool to expand it more than 
Slx-fOld in Six years, 

General Nature of the Export Business 

"It may be thought, since the bulk of Canadian grain 
must be disposed of in export markets, that the Saskatchewan 
Pool, by engaging in the export business, is merely carry~ 
ing through their marketing operations in respect of grain 
acquired from its members. This is an erroneous assumption. 

"The marketing of grain acquired at a country elevator 
is one transaction and any sale in the export markets is 
recognized as constituting the carrying on of a different 
Kind. of business, 

"Apropos of this, it is Significant that the Alberta 
Wheat Pool does not find it necessary or expedient to en- 
gage in export business, Neither does the Manitoba Wheat 
Pool. The United Grain Growers Limited does not engage 
in this business, and of all the other line elevator 
companies only three engage in the export trade. These 
last mentioned three handle their export business through 
departments whose Operations are kept entirely separate 
from the business of operating grain clevators. 


"The Pool'ts Profits from Export Trade 


"We contend that the Saskatchewan Pool 18 carrying 
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on an export business with a view to profit. By so doing 
it engages in direct competition with concerns which have 
long made the handling of export sales their business, 

in most cases their only businesse Members of the 

Pool benefit from the Poolts export business only through 
their participation in the profits which the pool makes 
ONE Wor wit. 

"The pool's operations in the export field do not 
result in any increase in aggregate export salesof Cana- 
dian grain nor in increased prices for such grain. 
Canadian grain is not sold abroad any. more rapidly or at 
a better price as a result of the pool's invasion of this 
line of business. What the pool sells in export markets 
would have been sold in any event, and at similar prices, 
by or through the regular exporters. 

"Accordingly, the pool's sales in export markets 
do no more than deprive the regular exporters of business 
which they would otherwise have handled with equal 
competence. 

"There is no conceivable justification, either 
in law or equity, for any exemption from income and excess 
profits taxes of profits which the pool thus diverts 
to itself from taxpayers, 

"Some Particulars Regarding the Export Business _ 

"The business of exporting grain consists ordinarily 
of purchasing grain from stocks in terminal elevators 
in Canada, moving it to seaboard in order that it will 
be in the most favourable position for ready sale, 
and selling it in an overseas market. Sales to the 
United States have been spasmodic, although tending 
latterly, due to war conditions, to assume greater volume. 

"An exporter who contemporaneously carries on a grain 


elevator business buys grain daily at country points 
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and would seem to be in a position to export the identical 
grain so bought. This iS, however, not what oocurs. 

"The practice of grain elevator companies has 
been to hedge their daily purchases of grain by contempor- 
aneous sales of futures contracts on the Winnipeg Grain 
Exchange and to operate this business independently of 
any export business they may do. 

"Since September 27, 1943, all wheat and flax bought 
by elevator companies is acquired by them for account 
of the Wheat Board. The Board takes possession on arrival 
of the wheat or flax at terminal elevators. 

"Wheat now required by exporters is obtained from the 
Wheat Board, and the business of the exporters has latter- 
ly become restricted to acting for and on behalf of the 
Wheat Board, 

"Prior to these latest changes in the operations of 
exporters, the usual practice of all exporters, including 
the Saskatchewan Pool, was to purchase their requirements 
of grain for export ee Stocks in terminal elevators 
at the head of the lakes, 

"Thus, an exporter would purchase grain of the various 
Kinds and grades required from a number of terminal 
elevators and obtain warehouse receipts from these elevators 
covering such purchases. These warehouse receipts would 
evidence the right of the exporter to obtain from the 
elevators concerned respectively the specified quantities 
OL ore ai « 

"Having thus accumulated grain, the exporter would 
charter the necessary lake vessel tonnage fer ibs 
movement to seaboard. 

"To cause a vessel to move around from elevator to 
elevator in the harbors of Port Arthur and Fort Willian, 


loading from them respectively the grain represented 
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by the exporter'ts warehouse receipts, would involve un- 
necessary expense and a waste of time and effort. So, the 
practice has been for an exporter to hand over his ware- 
house receipts to an association, known as the Lake 
Shippers! Clearance Association, All exporters, shippers, 
ship owners and elevator owners, including the Saskatche- 
wan pool, are members of this Association. 

"On receiving warehouse receipts from an exporter 
LG as the duty of the Association to locate in a minimum 
humber of elevators (if possible in one only) the 
quantities of grain of the various kinds and grades 
represented by such receipts and to cause the exporter's 
vessel to be supplied at this minimum number of elevators 
with the grain which the exporter proposes to ship. 

"The Association handles the making of the necessary 
adjustments as between elevators resulting from the 
delivery by one of grain represented, in whole. or in part, 
by a warehouse receipt issued by another, 

"Although exporters usually held title at all times 
to substantial quantities of grain in order to qualify 
them to offer it for immediate sale in export markets, 
and although their practice was to keep moving this 
grain nearer and nearer to the seaboard port of ship- 
ment and, in the winter months, to maintain substantial 
quantities in storage at seaboard, they invariably hedged 
this grain by selling futures contracts on the Winnipeg 
Grain Exchange. 

"The prices at which grain was offered from time to 
time in export markets were based on the current prices 
of the exporterts futures contracts as, in case of a sale, 


the exporter concerned would be obliged to buy in the 
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appropriate futures contracts. 

"A variation sometimes occurred in cases where the 
foreign buyer wished to purchase grain for Shipment a 
considerable time ahead. In such a caso the exporter, 
instead of purchasing spot grain might elect to purchase 
futures contracts equivalent to the amount of the 
export sale. Then, when the time for shipment arrived, 
the exporter could dispose of his futures contracts 
contemporaneously with the making of the necessary pur- 
chases of grain in a spot position or take delivery 
on his futures contracts, 

"In carrying on their pre-war business of exporting 
grain, exporters necessarily have had to be in a position 
bOCOLTSr Bien for sale all overthe world and have had to 
bear in mind at all times a multiplicity of factors 
affecting prices, such as lake and ocean freight rates, 
foreign exchange rates, railway rates, and so forth. 
Despite the protection against certain elements of loss 
which purchases and sales of futures contracts could 
provide, serious risks still remained against athe 
only experience and alertness could afford reasonable 
protection. 

"Upon the outbreak of hostilities in September, 1939, 
important changes occurred — methods of handling Canadian 
grain for export. The Canadian Wheat Board established 
floor prices, and, since it held at all times consider- 
able stocks of wheat and wheat futures contracts, and 
Since there were periods when its holdings of these 
tended to increase, the Wheat Board became the principal 
seller of wheat, 

"Exporters thus came to rely primarily on the Wheat 


Board for their wheat and wheat futures contracts, 
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"Although, initially, the authorities in the Unitea 
KR inedon found it advisable to use in the ordinary way the 
services of the established grain exporters, the Import 
Cereals Division of the United Kingdom gradually developed 
the practice of purchasing large blocks of wheat futures 
contracts direct from the Wheat Board. This resulted 
from the fact that the United Kingdom felt it necessary 
to determine in advance the extent of its purchase 
commitments, having Special regard to their foreign 
exchange problems, and that the Wheat Board held the 
dominating position in the Supply of wheat for export. 

"This state of affairs having developed, subsequent 
purchases of spot grain from exporters by the Import 
Cereals Division involved dealing with the Wheat Board 
owing to the necessity of retiring futures contracts 
for -a like quantity of grain previously acquired by that 
division from the Wheat Board. 

"On September 27, 1943, the export Situation changed 
completely. The Canadian Government directed the Canadian 
Wheat Board to take over all wheat and wheat futures con- 
tracts in the dominion, and all exporters have Since 
become simply the agents of the Wheat Board, 

"At about this time the export of grain to the 
United States became a more important factor in the trade, 
The Commodity Credit Corporation of the United States was 
the purchaser; but Sales to this government organization 
were largely controlled by the Wheat Board, and, in 
effect, the exporters have functioned in respect of this 
business as agents of the board, who since September agi 
1943, have been the only source of wheat supplies for all 
the export market, 


"There has been during the course of the war a limiteed 
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export business to places such as Hire, Spain, Portugal, 
Switzerland, Mexico, and so forth, but the volume is 
comparatively small. 

"The procedure from time to time in respect of ship- 
ments of grain for export from the Pacific Coast has been 
substantially similar to that outlined above. 

Recapitulation 

"The foregoing recapitulation of the nature of the 
business of exporting grain is designed in part to 
emphasize the fact that the Saskatchewan Pool cannot 
justify a contention that grain which it has sold in 
export markets is the grain which it acquired from its 
members at its numerous grain elevators throughout 
Saskatchewan. 

"Grain blught from its members by the pool was, prior 
to September 27, 1943, hedged by the sale of appropriate 
futures contracts on the Winnipeg Grain Exchange, and 
the grain itself was moved to terminal elevators as 
cars were available and circumstances permitted, This 
grain might or might not, depending on circumstances, 
be delivered into terminal elevators controlled by the 
Saskatchewan pool. Diversions at the terminals were fre- 
quent, as grain arriving at Lakehead must necessarily be 
placed with other grain of the same grade and in an 


elevator where there is space to reseive it. 


"Tn any case, the Saskatchewan Pool acquires grain 
at its country elevators from members and non-members — 
alike, and no effort is made to segregate members! grain. 
SO, even at that early stage in the marketing process, 
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the identity of a large amount of members! grain is lost. 
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"Hven if, however, grain which was identifiable as 
having been bought from members arrived at the terminals, 
the chances of its identity being preserved are remote. 

If accepted by elevators belonging to the Pool at the ter- 
minal, such grain would likely then lose its identity by 
being mixed with non-members! grain arriving there before, 
after or at the same time as memberst Brain. ‘Lf such erain 
were diverted to another terminal elevator, its identity 
Would-be .Lo0st. 

"In any case, as a matter of common practice the 
Saskatchewan Pool, like other exporters, has accumulated 
for export grain of the various grades and kinds required 
and then proceeded to mae it to seaboard. This grain 
was bought by the pool, in part at least, from other 
elevator companies or delivery was taken by them on 
futures contracts. As an incident of shipment from the 
Lakehead the Pool has used the facilities of the Lake 
Shippers' Clearanae Association, with the result that 
the grain actually loaded in the cargo space procured by the 
Pool would not to any substantial extent be identifiable 
with the grain actually purchased or otherwise acquired 
by the Pool for export, 

"Moreover, even this grain would not likely be the 
grain actually delivered by the pool to an export purchaser, 
aS grain arriving at seaboard is continuously being received 
by elevators and all grain of similar grade is binned to- 
gether, Thereafter, deliveries are made by such elevators 
on the basis of quantity without regard to origin. 

"Tul short, the Saskatchewan Pool's export sales were 
Simply sales of grain acquired by it through the ordinary 
channels and in no way identifiable with grain previously 


acquired by the Pool from its members. 
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Submissions and Conclusion 

"Although we have taken pains to indicate that the 
operations of the Saskatchewan Pool in the export markets 
are not a necessary part of the marketing functions which 
it was organized to perform for its members, we do not 
mean to suggest that this is a basic factor for purposes 
of our submissions. 

"Nor do we intend to convey the impression that, in 
our opinion, this pool markets the grain of its members 
or otherwise qualifies for tax exemption under section 
4(p) or under any other provisions of the Income War Tax 
Act, According to our understanding, this Pool has, since 
1950, simply bought grain at its country elevators from 
members and non-members and then sold it at such profit 
as it could make. As glready stated, this has, of course, 
not been the case since September 27, 1943, from which 
date the pool has functioned simply as agent for the 
Wheat Board. 

"We do make the point however, that if the Saskatche- 
wan pool had been the marketing agent for its members-- 
which we do not admit but deny-- its export business had 
nothing to do with the discharge of its duties as a 
marketing agent. 

"The fundamental promise for our submissions is that 
this pool is carrying on this export business for the 
purpose of deriving additional profit or gain, that it has 
been and is making a profit or gain from such business, 
and that it has not been and is not now paying any income 
or excess profits taxes; whereas, we are paying income 
and excess profits taxes in respect of the.profits or 
gains we contrive to make in carrying on precisely the same 


kind of business in direct competition with this Pool. 
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"From this, we arrive at the unanswerable contention 
that this is an unfair and inequitable state of atfairs 
that by taxing us and not collerting taxes from the 
Saskatchewan Pool the Federal Government has discriminated 
against us, and is now discriminating against us. 
Moreover, we contend that the Federal government is sus- 
taining an increasing amnuél loss through failure to 
collect taxes from the Saskatchewan Pool, because our 
taxable profits or gains are lessened or reduced to the 
extent that the operations of the Pool expand . By 
virtue of tis ability to make profits from this export 
business without being required to pay taxes upon then, 
the financial strength of the Saskatchesan Pool is 
necessarily being rapidly de cima AS this developes, 
the Pool's competitive power is increased. Naturally, 
any very serious competitive struggle which may eventuate 
between us and the Saskatchewan Pool will in the end be 
determined by our relative ability to Survive, and such 
ability to survive will depend on relative financial 
strength, 

"Under present tax rates we can count on nothing 
better than the mere maintenance of our financial positions 
The pool, on the other hand, is able to accumulate as 
reserves what it should, and we do, pay in taxes. 

"This pool cut its country elevator charges last 
fall to a level where, we are reliably informed they do 
not cover the cost of the services rendered, What is to 
prevent the pool from adopting similar tactics in the 
export field, thereby imposing a financial strain upon 
us which, due to the wartime taxes which we have carried, 


we are ill-equipped to sustain? 
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"If the pool followed such tactics they would not 
only avoid taxation themselves but would through this 
unfair competition put us in the position where we would 
be unable to pay taxes. 

"For these reasons we aubmit that the Saskatchewan 
Pool should be required to pay income and excess profits 
taxes in respect of all income and profits which it has 
drived from its export business, and that it should pay 
such taxes from now on, the whole on a basis and on terms 
and conditions exactly the same (both as to determination 
of the amounts of its income and profits in the various 
years in which it has operated in the export field and 
as to the calculation of the taxes payable for such years 
respectively in respect of such income and profits) as 
have applied to our operations and taxes in respect of 
the same years respectively, 

"The whole respectfully submitted, 

Bunge Corporation Limited 

Cargill Grain Company Limited 
Continental Grain Co’ (Canada) Limited 
Hallet and Carey Limited 

Leva l iaeGc sine: 

McCabe Bros. Grain Co. Limited 

Norris Grain Company Limited 

Reliance Grain Company Limited 

James Richardson & Sons Limited 


K. B. Stoddart & Co, Limited 


Winnipeg, Manitoba, 
Mareh (51, 1945," 
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BY MR, PARKER 

Q. Mr, Reece, on page 2 of your brief you say: 

"The Saskatchewan Pool has become one of the largest 
exporters of Canadian grain, and its export business is 
rapidly expanding," 

Then you follow with some figures. What is the source 
of those figures; where did you get them? A. From their 
own published statements, 

MR, FILLMORE: From their annual reports, as I under- 
stand it, which we had, 

BY MR. PARKER: 

Q@. Do the annual reports state that these are the 
number of bushels they exported? A. They show them under 
their heading of export business. 

Q, Ido not get the significance of your last sentence, 
at the bottom of the page. After giving the figures dealing 
with sales, you then wind up by saying: 

"These sales may be deemed to be mainly for export,” 
Why do you deem they are not all for domestic use, just as 
readily as you deem they are for export? A, Because these 
figures are published under their export department, 

Q. In such a way that they say these are the number of 
bushels they exported? 

MR, FILLMORE: That would appear clear from the pub- 
lished reports, They are under the heading of the export 
department. 

MR, PARKER: That is what the witness says, 

MR, MILLIKEN: If it is of any interest to the Commission 
I will undertake to give you the figures showing how much of 
this grain was for shipment outside of North America; that 
is, for what I assume Mr, Reece is calling export. My advice 


is that it is about half of the total shown in these figures, 
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but I can get that for you and file it with the Commission 
for each of these years, 
BY MR. PARKER: 

Q. That is just what I was afraid of, that having given 
uS figures under the heading of sales, you have been making 
the assumption that it was all for export. I want to know 
whether that is true. Do you include for export eraan 
Shizped to the United States? Do you include that in the 
quantities exported? Pyeures >) 1 vthink ?so,)° It 1s exnorted 
out of Canada. 

Q. That is what you have in mind here? Did you break 
down these figures to show what proportion of this amount. 
which you have set out here was sent to the United States, 
and how much was sent across the water? A, No, I have not, 

Qe Or how wuch of it was for domestic use, if any? 

Age Noy bul Me. Millikem ‘can show that, 

Geo ce know Me. Mili tkenican.do that, but you come in 
here with a brief and you give the Commission certain figures. 
I want to make sure they are reliable. A, The totals are 
Boa pwle . ai. rieht: 

Q. I am not questioning that, but you cannot break 
them down? A. Noe Atcannom, 

Q. You cannot tell me how much went to the United States, 
how much was for domestic use and how much was for what wo 
will call foreign export other than the United States? You 
cannot do that? A. What do you mean by "foreign export"? 

Q. I said foreign export, to places other than the 
United States, A, Oh, you mean across the sea, 

Q. You have not that breakdown? Ay NOt ave Ot, 
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thought, since the bulk of Canadian grain must be disposed 
of in export markets, that the Saskatchewan POOL, by engaging 
in the export business, is merely carrying through their 
marketing operations in respect of grain acquired from its 
members, " 

But you say that is an erroneous assumption, and I pre- 
Sume you go on to explain why that is erroneous, because of 
the way the grain is mixed. Is that it? Ai, ReCanse or 
the way the grain is mixed? 

Q. Yes, that grain acquired by the Saskatchewan Pool 
from its members is so intermingled with other grain that 
they cannot say they are just exporting the grain of their 
members. That is the burden of your argument, is it not? 

A. Yes. Of course they have said that themselves, 

Q. What I suggest to you is that whether they export 
the exact, identical grain which they received from their 
members or whether they export an equivalent amount, or 
thereabouts, of the mixed grain, is it not of just as great 
assistance to their members as though they exported the 
actual, specific grain? A. The point we make there in 
that observation is that in their export sales there has 
been included a certain amount of grain which did not come 
from their own members, A profit is made on that grain, and 
is not returned actually to the member who produced the 
cagcmer 

Q. But there is a eet to the man who produced an 
equivalent amount of grain? hee Yeo, 

MR, FILLMORE: I do not understand that question, Do 
not answer it too quickly. 

MR, PARKER: Who is answering the question, the witness 


or my learned friend? 
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MR. FILLMORE: I do not want him to answer any questions 
I cannot understand, 

MR. PARKER: Maybe he can understand them and you cannot, 
The witness understands the grain trade, I think, 

MR, FILLMORE: I should like to be able to follow the 
questions and answers, 

BY MR, PARKER: 

Q. Ha ve I put to you any question that you have not 
understood, Mr. Reece? A. I have understood them reason- 
ably well. 

Q. Is there any doubt in your mind at all as to the 
meaning? If there is, I want to clear up that doubt. A. You 
have been very fair, but I sometimes think a person engaged 
in the trade puts a question to a grain man in a way that he 
can better understand it. 

Q.- Ido not want to put any question to you in such a 
way that you cannot understand it. Ay Tl ts aie ent ‘so 
pax, 

Q. And I do not want you to answer a question you do 
not understand, If you do not understand it, please stop me, 
I say, does it make any particular difference whether the 
Saskatchewan Pool exports, we will say, 50,000,000 bushels of 
what we will call mixed grain --? A. You mean by "mixed 
grain" the grain of members and of non-members? 

Q. Yes, after it has been put together; or whether 
they export the exact, identical grain which they purchased 
from their members, as long as the quantity is equivalent? 

Is it not just as helpful to the members as though they ex- 
ported their actual grain? Do you understand the question? 
A. Yes, I think I understand the question, but our only 
thought in that ee was that we did not know what the 
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Saskatchewan Pool might say in their own brief. The only 
thing was to point out that they could not presume to say 
that the grain they sold for export came from their members 
entirely. 

Q. What is the good of setting up a straw man and 
knocking him down? Has anybody ever suggested that they 
did? A. No, but this brief was written before we ever 
saw a copy of their brief, and we just wanted to be sure 
that they did not say that. 

Q. Well, I am afraid that is what happened before. We 
have nad a Mmuinber sof .strawmen set upshere, 1 think, A. I 
do not understand that remark, 

aepnvou do nos understand thet? 4.4, . No, 

Cae Dei law mh not ask wou Oo anewarsLoy it @ouon to 
your next paragraph: 

"The marketing of grain acquired at a country elevator 
is one transaction, and any sale in the export markets is 
recognized as constituting the carrying on of a different 
Kind ef business.” 

Recognized by whom? et Oh, recognized by the trade 
in general, 

Q. What do you mean by the "trade in general"? Is 
that just the exporters? Ay No; theveratm trade in goneral: 
Q. How extensive is that? I do not understand your 

answer; I am like you, now. I do not understand what you 
mean by the grain trade in general, Does it include millers? 
fy Les, 

Q. Exporters? A, Yos, 

Q. Anybody else? Growers? A. Yes, growers, 

Q. Elevator operators? i ees Jf ances gt 


those engaged in various phases of the grain trade. 
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Q. Well, I dare say there is a difference, in con- 
nection with the marketing of grain at a country elevator; 
but really a country elevator in one sense is not a market 
boa tlicl rain ata aa Tt hes 6 get beyond that before you 
get to a market, ina real sense, Is that not so? 

MR, FILLMORE: I do not wish to interfere, but I submit 
that where grain is brought to the elevator and is gold for 
casn, and paid for, that is marketing the grain, 

BY MR, PARKER: 

Q. Wold, perhaps that is so, Bub is it marketing 
grain when the grower simply brings it to the elevator and 
détivers at on consignment, with the request that the eleva- 
tor operator market it for him? Is that what you understand 
by marketing, Mr. Reece? Ag! yhOome grain, I) presumes -- 7 
know very little about the country operations, I may say; 
my entire experience is in the export field, but some grain 
is marketed at the country elevator and some at the terminal, 
I do not know; I may be wrong. 

Q. I do not think we need pursue it. I want to look at 
the last sentence in that paragraph: 


"These last mentioned three handle their export business 


through departments whose operations are kept entirely separate 


from the business of operating grain elevators,” 


Does it make any difference whether they are operated 
by separate departments or whether the business is carried 
on by separately incorporated companies? Does it change 
the nature of the exporting business, in your judgment? I 
do not quite get the significance of that last statement. 

A, Except that there are three companies, we have explained 
who have joined in this brief, who are in both ends of the 


business, but their export business is entirely separate fnom 
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their elevator business, and they carry their export business 
the same as the rest of us do, 

Q. They keep them in separate compartments and recog- 
nize them in every respect as two separate businesses? 

Dia ?e ess 

Q. The pools do not do that; is that your suggestion? 
A. They have their separate departments, 

Q. But they carry on as one general business? 

MR, FILLMORE: You say "they", but there is only one 
pool in the export business, 

THE CHAIRMAN: Yes, only the Saskatchewan Pool, 

MR, PARKER: Yes, I mean the Saskatchewan Pool, 

Q. They treat their business more as a unit? A, Their 
export department is a department of the whole picture. 

Gap 1 Say 2b is,merely a, part. of, one, general.business, 
LS)3.G. not? as 200,. 1 Supposek. so, 

Q. Now I go on to the next point: 

"We contend that the Saskatchewan Pool is carrying on 
an export business with a view to profit.” 

As I understood their submission, their argument, that 
is exactly what they are not doing. They are carrying on 
a part of their general operations, in order that their members 
wey in the final analysis get.a, little more for their grain, 
Is that contention of theirs, as I put it to you, not correct? 
A, I do not know what their intention is, but they are quite 
definitely in the export business, 

Q. I do not think they dispute that they are in the 
export business; they admit that; but whether they are in it 
with a view to profit, as you state, is quite a different 
thing. As I understand their submission, they are exporting 


grain as a part of their general business in order that they 
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may have greater benefits resulting to their members. Do 
you agree with that? A, I find it very hard to agree that 
they do not want to get a profit through their export bus- 
iness, They are not carrying it on just for experience, or 
anything like that, 

ne eviepesyor G1dsnot follow mea? mAy Li bhigk you 
meant just as part of their whole operation? 

Q. Yes; in order, as I say, that resulting benefits 
may come back to their members, even though in the process 
they do export not merely the specific wheat from their members 
but a part of this general wheat you have described, I do not 
say they are right and I do not say that you are wrong, but I 
want you to point out, if you can, wherein their contention 
is wrong. However, if you do not care to go any further than 
that --? A. I think they are in the export business the 
same as the rest of us, and they make a profit, and so do we 
Urey uo, 

Q. That is all you have to say about it? A, Yes, 

Dee ALIVri gens; Now, at the top of page 4 I read this: 

"The pool's operations in the export field do not result 
in any increase in aggregate export sales of Canadian grain 
nor in increased prices for such grain --" 
hind 807 '0on. Assuming that what you say there is all per- 
recviy true, how do you relate that to this question, of: tax-— 
ation? You do not suggest that because of the situation, 
as you detail it there, that therefore this should be stopped 
in some way by the imposition of taxes, do you? Is that what 
you are suggesting? A. No. I think what we are suggesting 
there is the fact that the pools pay no taxes, and the fact 
that they are in tke export field does nothing to increase 


the sale of Canada's grain for export, either the quantity 
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or the price. That business could just as well be done by 
the rest of us, who do pay taxes. 

Q. And is not the converse equally true, that it might 
very well all be done by the pools, and you get out of the 
field altogether? You do not increase the amount of grain 
for export either, do you? ie SLU ee One who tnE ss 

Q@. Your companies do not increase the quantity of grain 
for export either, do they? A We rel a\om ok igabonias bt: wring nies | pesy™ 

Q. Do you? Just answer that, first? pe Piigeesvakwe ob Mo be be Wes) 
to answer it in this way, that if the pools were not in the 
export business, we would sell just as much grain, We would 
all do more business, 

Q. Perhaps a little more? howe 3s, probable 

Q. And I suggest to you that the converse is equally 
Eros; that, ir you were not in the export business the pools 
might sell a little more ? A, If we were not in the export 
business the pools certainly would sell more, 

Q. Then why do you not get out, instead of Suggesting 
that they should get out? A. We felt that we were in the 
position to-day where the government is anxious to get all 
the income it can. It is not going to be much fun if you 
have this vast export industry of Canada in the hands of one 
man; and I can develop that a step further, if you like. 

Q@. Go ahead; develop it as far as you wish. Ay 2 think 
I am absolutely justified in saying that those of us who have 
been in the export trade for a number of years -- my own 
company about forty-one years -- have been rendering a definite 
Service to Canada. We have run our business in a competent 
way. We have trained staffs, We have connections on the 
other side, We offer our wheat to different countries of the 


world; and if that valuable machinery is withdrawn due to pool 
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competition, it would result in Canada just having one firm 
or one monopoly in the selling of our wheat for export, and 
I do feel -- this is the opinion of our group I am expressing 
now -- that this would be definitely not in the best interests 
of Canada, for the simple reason that one fivig, one a11- 
powerful monopoly in charge of the export of Canadian epreaidin, 
might cause a number of things to happen. For instance, we 
are competing all along with other grains, Australian and 
Argentine grains -- that is, under normal conditions -- and 
it might so happen that if there were only one organization 
it might become stubborn and say the wheat was worth more 
money, and might completely miss the market. I think it would 
be very dangerous, and we do feel that we are justified in 
Saying we are rendering some service, 

Q. I dare say that is very true, Mr. Reece, 

BY THE CHAIRMAN: 

Q. I take it from what you say, Mr, Reece, that the 
export branch of the grain trade is not a necessary element 
of the enterprise? Ae Of wheat, Sir? 

Q. That the export branch of the grain business is not 
a necessary element of any particular enterprise? A, You 
mean that it is not necessary for the larger companies to 
have any export departments? 

Q. Yes, quite? A. Oh; ne. “It 1s ar entiraly 
separate field. 

BY MR. PARKER: 

Q. zt may not be necessary, but it may be at least 
useful and advantageous to the pool to have an export depart- 
ment ? A, “‘That.wmight be so, 

Q. Then I turn to page 10, which deals with your sub- 


missions, This may relate just to the point the Chairman 
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mentioned: 

"Although we have taken pains to indicate that the 
operations of the Saskatchewan Pool in the export markets 
are not a necessary part of the marketing functions which 
it was organized to perform for its members, we do not mean 
to suggest that this is a basic factor for the purposes of 
our submissions," 

I do not quite get what you are driving at there, You 
say it is not a necessary part of the organization, but it 
may be a very desirable and useful part? AY X68, and we 
are not objecting to or criticizing hee 

Q. Your only objection is‘that if they wish to carry 


it on, they should carry it on under equal conditions with 


yourselves? Ae Yes, under equal conditions; 
Q. Under similar conditions? Ay “Yea, 
Q. Namely, conditions of taxation? A, Yes, 


Q. Then will you just clarify something on page 11 for 
ms, 12 you please: 

"We do make the point, however, that if the Saskatchewan 
Pool has been the marketing agent for its. members -- which we 
do not admit but deny -- " 

I wonder if that is correct, Have they not been market- 
ing agents for their members? Is that not really what their 
export business is all the way down through the piece? Why 
do you deny that to be the position? It seems to me the 
evidence is to the contrary. A. I think you have to take 
the whole paragraph, where we say that its export business 
had nothing 60 do with the discharge of its duties as market- 
ing agents, In other words it could market the erain of its 
members without being in the export field, 
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"The fundamental premise for our submission is that 
this pool is carrying on this export business for the purpose 
of deriving additional profit or gain." 

That is what we discussed before? Wee » CB ye OFF 
am sure they try to get a profit. 

Q. You say that is what they are in it for, to make a 
profit. I suggest that they are in it in order to have a 
bigger return for their members? Meg, [RSV SATS: not. sa any 
humble opinion, overlooking the profit motive. There may be 
other purposes, 

Q. You think it is the profit motive which induces 
them to get eee export field? A, I think probably 
it is an incentive to them under their present circumstances, 
if they do not have to pay any taxes on that Dror, 

Q. That is perhaps relating to the crux of the whole 
matter. You say you think they have a profit motive, They 
come before this Commission and state definitely that they 
pave not 4 profit motive. ae On, Ghat. De all piehe. then, 

Q. You think they have, and they say they have not, 
What is the truth in between the two? A. I do not know 
what the answer is to that, 

Q. You do not know the answer? ie» NOs 

Q. And you cannot point us to any facts to indicate 
what you say is correct, and that what they say is wrong? 

A. No, We still contend that in the opinion of our group 
the profit motive enters into it, and the Saskatchewan Pool 
apparently says it does not, so there the matter rests, But 
it does not mean I have to change my opinion, 


Q. Quite so; I am not seeking to get you to change your 


Cpinion. I would not do that for the world, 
BY MR, ARNASON: 


Q. With further reference to that second paragraph on 
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page ll, and with particular reference to this part of the 
paragraph where you say -- 

"-- its export business had nothing to do with the discharge 
of its duties as a marketing agent --" 

I wonder whether you would clarify that for me? 

A, The thought there, sir, is that in order to market their 
grain they did not have to get into the export field. They 
GOuiG have sold it at their terminals, and so on, 

Q.. Agreed; but is not the export business merely 
carrying the handling of grain one step further? A, Yes, 

Q. I wondered why you worded your statement in such a 
positive fashion as that? A. Well, perhaps it is a little 
positive, but that is the interpretation or at least that is 
what is intended in the statement; that they SC Uue LL yy wn 
order to market the grain of their members, did not have to 
get into the export field, 

BY MR, ELLIOTT; 

Q. You are saying that they might market their grain 
without exporting it. You do not intend to say that exporting 
is not marketing? A, Oh, no, Sir; by no means, 

BY MR, PARKER: 

Qe 1hen ¢o0 on to the next paragraph, the last sentence: 
'--we are paying income and excess profits taxes in respect 
to the profits or gains we contrive to make in carrying on 
precisely the same kind of business in direct competition 


with this pool." 
I suggest to you that this needs some modification, I 


Suggest that you are not carrying on precisely the same kind 
of business; your method of operation, being primarily only 
an exporting company, makes it an entirely different business 


from that of the pool, which is carrying on a much larger 
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business, right from the grower's cart through to the export 
market, and that you cannot divide it into compartments in 
that way. I suggest that your proposition is unsound, be- 
Cause you are not carrying on precisely the same kind of bus- 
iness? A. No. We are only making the point there that 
in the export field we are performing the same function, We 
are not talking about their country operations, 

we 2. realize thats; but Ff am Suggesting that you cannot 
logically take out one little bit of their entire chain of 
business and say that one thing, taken out of its setting, 
is the same as yours, which has no other complications, Do 
you see my point? A, -I cannot agree with you, 

Q. You see the point, but you do not aevee7 2a. Tide 
not entirely see, but what I do see I do not agree with. 
May I say I know nothing about country operations: but “in 
the export field we feel that they carry out that businoss 
identically the same as we do, and that is all tmit is intended 
there, 

Q. Now I go to page 12, and I have just one other 
Question, In the middle of the page you say: 

"This pool cut its country elevator charges last fall 
to a level where, we are reliably informed, they do not cover 
the cost of the services rendered," 

That sounds like the editorial "we" in the newspapers; 
"we are informed" or "they say." Who are your informants 
on that; do you mind telling us? A, No; I would be very 
foolish if I did not tell you. Some of the elevator companies 
told us that, gave us that information, 

Q. ‘Some of the North-West Line Elevators? fa Yaa, 

Q. Anybody else? .A. No. That impression was created, 


and in conversation with elevator men members of our 
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association were definitely told that this was definitely 
the case, that it would not cover the cost of the service, 

Q. Let us get this straight. The elevators told you 
that the level to which they, the elevator companies, that 
is the line companies, had reduced their charges, was below 
the cost to the line companies; or did they tell you it was 
below the cost as operated by the pool, or both? A, I may 
be "rong, because as I say I know nothing about the country 
elevators; but I thought they put certain qualifications on 
that remark, "depending on the volume of business they 
handled," I thought that was what they said, 


Q. 


Do you want to put any qualifications on it? A. No, 
we have just put into this brief what we have been told, and 
Meet Olw it wes: roliable information, That.is all.” T do not 
want to modify it at all. 

Q. You say you are reliably informed? 

MR, FILLMORE: I think the Commission has been reliably 
informed to that effect by people under oath, during the 
Sittings here, 

Me PARKERS «That is all, thank, you. 


BY MR ge MILLIKEN: 

Q. Mr, Reece, just dealing with the question that has 
Poon under discussion, and, dealing with pages. 10, Ji-ancd ie; 
I think possibly the second paragraph on page 11 gives us 
the picture pretty well: . 

"We do make the point, however, that if the Saskatchewan 
Pool had been the marketing agent for its members -- its 
export business had nothing to do with the discharge of its 
duties as a marketing agent," 

You have been in the grain business at least since 1924, 


have you, Mr, Reece? I 
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Q. You are aware of the fact, or do you admit it to 
be a fact, that the three wheat pools, between 1924 and 1931, 
through their central selling agency, endeavoured to export 
all the wheat of their members? fis) pe ney did ae until 
they closed up. 

Q. In other words the original idea of the agency agree- 
ment of the Saskatchewan Wheat Pool was to export the wheat 
of “heir members? A, I could not say that, but you formed 
three pools and operated an export business through the central 
selling agency. 

Q. The three wheat pools did the very thing which you 
are Suggesting, in this paragraph on page 11, was not the duty 
of the pool as a marketing agency. PHA US, COprac ty a LG 
not? A. Would you repeat that? 

Q. iI say the three pools, while they operated under the 
original agency agreement, did the very thing which you are 
saying on pagee 11 tnat the Saskatchewan Pool, as a marketing 
agency, Should not do in the discharge of its duties as a 
marketing agency; that is, it should not be in the export 
business, They did that very thing; and I am suggesting to 
you, Mr, Reece, that the whole conception of the wheat pools, 
and their original conception, was to do that very thing? 
me, GO into the export field? 

Q. ‘To sell the wheat to the ultimate consumer? A, Yes, 
I think it was; but you will remember, Mr. Milliken, that they 
had rather an unhappy experience in the central selling agency. 

Q. Iam quite well aware of that unhappy experience; 
but that was the original conception of the pool? A, It 
probably was. I was not very familiar with that. 

Q. There is one other question I want to mention, 


Mr. Reece, and that is with regard to export sales, I am 
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referring now to your figures on the bottom of page 2, I 
take it that because the Saskatchewan Pool shows these figures 
which you have quoted as having been handled through their 
export department, you have not made any attempt to ascertain 
whether they include feeds shipped to eastern Canada? A. I 
believe it includes both, 

Q. Shipped to eastern Canada? A. Shipped to eastern 
Can-da and possibly to the United States, 

Q. And wheat shipped to the United States? we Noa. 
It will save you a good deal of time, and save my time as well, 
if I say the only purpose in showing those figures is to show 
how tremendously your business has increased. I don't care 
how you split it up. 

Ge that ris’ not’'= what IT have in mind at atv “Do yow or 
Co Vou nou know that every olevator company carrying om bus- 
iness-in western Canada last fall did the same kind of business 
of shipping feeds to the United States, to the east, and wheat 
to the United States? As Yes, you-alr dig’ thc 22 would 
pense yretihey ait aid; but’ nearly all, 

QO; They practically all ‘did the same business? “A, Yes, 

Q, So really the only export business in which you are 
interested is the part the Saskatchewan Pool shipped overseas? 
A, And I would say that the major portion would be overseas, 

Q. You are not in competition with them, except in the 
export overseas; is that correct? A, We are in competition 
with them in the sale of things like oats to the United States. 
Yes; we find them very keen, 

Q. But as far as you know practically all the other 
elevator companies were doing the same thing? Oe Noutels 


or uhems nearly all. 
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Qe. Only they aid not ‘call 4% SKDOrrANg? "ne do not 
know what they called it, but that was an exceptional year, 
when most of them were doing it. I will agree with that. 

THE CHAIRMAN: Just as a matter of interest, since I 
do not see either Mr. Porter or Mr, Scarth ee do you know 
why the other pools abandoned the export field, Mr, Milliken? 

MR. MILLIKEN: The situation was this, The three of 
them were never in the field as individual pools; it was done 
through the central selling agency, That is, the Canadian 
Co-operative Wheat Producers Limited was the central selling 
agency which marketed all the wheat of the three pools from 
1924 to the end of 1931. That selling agency did all the 
exporting. From 1931 on the pools were so busy trying to keep 
from going under, trying to pay the governments what they owed 
them, that they all stayed out of the export business for a 
few yoors, The other two did not go back in, for no particular 
reason. Possibly one reason why we got back in so readily 
was because we happened to have a representative left in 
London, who had been interested in the export business when 
the pools were in it. I am sorry I cannot tell you why they 
have never seen fit to go into it again, I think Mr, Reece 
might tell you that it is a very narrow margin buSiness, is 
it not? 

THE WITNESS: Yes, it is a difficult business, requiring 
a good deal of experience. You cannot just jump into it and 
be successful. 

BY OR, BLL: 

Q. Mr. Reece, with regard to this same table on page eae 
at the beginning of that section you say: 

"The Saskatchewan Pool has become one of the largest 


exporters of Canadian grain," 
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Have you figures to show what other exporters have 
exported during these same years? A, No, I have not the 
actual figures, but what I have is the information that was 
pretty thoroughly discussed by the group of exporters who 
have subscribed to this brief. We have all increased our 
saleS; we are perfectly frank about that. But these are out 
of proportion to what has been done by the other companies, 
For instance, I know my own company -- 

Q. But these figures in themselves cannot show that, 
taken alone? A. No, But I do know that theirs has been 
the biggest increase of all the people in the export field. 

Q. In percentage of some particular year, or exactly 
what do you mean? A, I would say in relationship to what 
they did prior to the war. 

Q. But you have not the figures to support that? A, No, 
Peaive Hoe; tf am sorry; I can get them, 

BY MR, MILLIKEN: 

Q. Just to clarify another point, Mr, Reece, you did 
not start these figures with the year 1939 merely because you 
were just putting in so many years? The year 1938-39 was 
when the pool elevators first entered the export business; 
is that correct? A. That would be the first year we could 
put them in, 

Q. Iam merely asking, to clarify the position for the 
Commission, That was the first year the pool elevators went 
into the export business? A, “¥8S. 

Q. So they were starting from nothing when they started 
with 9,000,000 bushels the first year? A, Yes. 

THE CHAIRMAN: That also was a bad year, I understand. 

MR, MILLIKEN: It certainly was not a good one, 
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BY MR, NADEAU: 

Q. Do you know, Mr. Reece, whether the two other pools 
endeavour to export their grain through the Saskatchewan Pool? 
A, Oh, I would sooner Mr, Milliken would answer that, 

MR, MILLIKEN: I think the answer would have to be no. 
There is no deliberate attempt made by the other two pools to 
export through Saskatchewan, 

THE CHAIRMAN: There is no agreement in effect? 

MR, MILLIKEN: None at all, sir. Saskatchewan is hand- 
ling much more wheat than it is able to export, on its own. 

BY MR, FILLMORE: 

Q. Mr. Reece, do you understand that prior to 1931 
members of the pools signed a contract; in other words there 
was a contractual marketing agreement in effect Up One osha 
A. iI donot quite understand that question. 

Qe Are you aware of the fact that prior to 19351 the 
pools operated what has been called a contract pool? In other 
words, that there was a contract between the pool and each 
member under which the member undertook to deliver all his 
grain to the pool, and they agreed to market the grain as 
his agent, subject to the terms set out in the agreement. 
eo, law not very familiar with that, 

MR. FILLMORE: That is in evidence before the Commission. 

THE CHAIRMAN: Yes. 

MR, FILLMORE: You have copies of the agreement, and 
the history of it? 

THE CHAIRMAN: Yes, 

BY MR, FILLMORE: | 
Q@. Do you know whether, since 1931, grain has been 


marketed under contract; whether pool members are free to 
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Sell to their own elevators or to other elevators, and 
whether the pools have been buying grain from members and 
non-members alike? A. I understand they have bought it 
from members and non-members alike, 

Q. In the same manner as other elevator Sbinsailidsr 
and not under any contract? A gee NG, 

Q. So the central selling agency was the marketing 
ageit for the three pools? heh ed. 

fe “eurine the period ofthe contract. pools? A,’ “Yes, 
f imagine that is so, 

MR, MILLIKEN: That is just the statement I made a few 
moments ago, sir, 

BY MR, FILLMORE: 

Q. And under present conditions the Saskatchewan Pool 
and other pools are buying and selling and marketing their 
own grain, and not the grain of members only? A, They are 
marketing any grain at all, buying from other peonle and 
that sort of thing, In other words they are doing generally 
what we do. 

MR, FILLMORE: I think the method of present operation 
is already before the Commission, We have shown the change 
that took place in 1931, and before that time there was a 
contract marketing agency. 

THE CHAIRMAN: Yes. Mr, Reece does not pretend to 
answer that question. 

MR, MILLIKEN: Is it understood, Mr. Chairman, that you 
would like me to obtain the breakdown of these export figures, 
or does that matter? . 

THE CHAIRMAN: I think that would be interesting, to have 


a breakdown of those figures, 
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MR, MILLIKEN: Very well; I will get that for you. 

MR, FILLMORE: There is one other observation I would 
like to make before leaving this brief. From our point of 
view we say it is incorrect now i Speak of members! grain, 
We say that since 1930 that grain has been purchased, and 
from then on it is the grain of the pool; that they are not 
now marketing the grain of their members, 

THE CHAIRMAN: That is the point of view which has been 
expressed, Does that conclude this brief? 


MR. FILLMORE: Yes, 


CE-1 =74.7 5 — Professor McDougall 


THE CHAIRMAN: What do we take now? 

MR. PARKER: The next brief is one Signed by Pro- 
fessor John L. McDougall. I understand Mr. Fillmore is 
representing him. 

MR. FILLMORE: I do not think, Mr. Commissioners, 
that this is an occasion to put the learned gentleman 
under oath. | 

THE CHAIRMAN: What do counsel think about that? 

MR. PARKER: Perhaps it is not a very important 
point, but we have been following the practice of putting 
the witnesses under oath in respect of all questions of 
fact. 

THE CHAIRMAN: I think we had better follow the same 
procedure, in case there might be any objection. 


MR. PARKER: It can do no harm to swear the witness. 


PROFESSOR JOHN L. McDOUGALL 
Associate Professor of Commerce, 
Queen's University, 
having been duly sworn, 
testified as follows: 


THE CHAIRMAN: I take it that this brief is in support 
of the line elevator companies. 

MR. FILLMORE: Yes. 

BY MR. FIULMORE: 

Q@. Your full name is John L. McDougall? A. Yos. 

Q. And you are what? A. I am Associate Professor 
of Gommerce at Queen's University. 

Q. How long have you occupied that position? 
A. I have been at Queen's since the beginning of 1932. 
I think I have been Associate Professor for either two 
or three years, I am not sure which. 


Q. And, prior to that, from what schools did you 


graduate, or where did you study? Mare oeCOk, ny. 
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degree in economics at the University of Toronto, and 
later my M.A. Following that I studied at the London 
School of ERconomics, and Harvard Universi ty....T:. taught at 
the University of Texas and the University of Toronto. 
Then I was in the investment business for five years, and 
then I came to Queents University. 

Q. Have you made investigations and reports for 
different branches of the federal and provincial govern- 
ments? A. Yes, I have done work for the Department of 
Labour. I have also done work for various private inter- 
ests. 

Q- And have you had articles published in respect 
of your subject? A. Yes, in the Canadian Journal of 
Reonomics and Political gcience, and in the canadian 
Banker, and in The Canadian Ghartered Accountant; and [I 
have also had works published by Messrs. Longman - Green 
and Gompany, and by Ryerson Press. 

Q- And your report, Professor McDougall, has been 
prepared at the request of The North west Line Elevators 
Association? ene oss 

Q- 4nd I take it that you are expressing your own 
Views to the best of your ability under the circumstances? 
tins YOS 6 

Qe ll right, will you proceed with the reading epg 


hah eae oh cage en Ae Yess. The brief is<as follows. 


"Tl - [ntroduction 
"T appear before you at the request of The North west 
Line Elevators association which has asked me to study in 
my professional capacity the problem which is yours for 
investigation and to report upon it directly to you. f 


have tried to approach the problem broadly and from the 
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standpoint of the general public interest. JI shall now 
try to speak upon it, not as the advocate and defender of 
any special interest, but responsibly and as a citizen 
who has had the advantage of special training and experi- 
ence in the art and science of political economy. 

Wan VYiow Of the Gitficulty os derinine 7 cooperative, 
a difficulty which has already been rather fully explored 
before you, I shall define. the term broadly. The word 
cooperative as used in this report is to be taken to 
mean any business, whether trading or manufacturing, or 
both, including its subsidiaries, and its sub-subsidiaries 
to any degree, which is permitted to use that term in its 
corporate name or as descriptive of its operations, or 
which, in the absence of such permission, has assumed it 
and has not been denied its continued use by legal ae 
cess, and which has had the advantage of tax exemption. 

"Since I cannot know everything concerning all the 
cooperatives, as so defined, which operate in this 
country, I have naturally looked first at those which are 
largest and most fully developed, namely, the wheat pools 
of the prairie west. They have had the time md the 
means to develop fully the tendencies which are present 
only in rudimentary form in the newer and (presently) 
smaller cooperatives. But the principles developed in | 
respect of the large can be applied, with appropriate 
changes to all cooperatives. 

*In-particular, I shall address myself (a) to the 
nature of mutuality and the claim of cooperatives as they 
currently operate in canada to come under that rule, (b) 
to the nature of British precedents in this matter and 
to the adjustments required in order to apply them 


logically in this country, and (c) to a discussion of 
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*what would, in the public interest constitute a just, 
fair and equitable basis for the application of the 
Income War Tax Act and Excess Profits Tax act, 1940 
to cooperatives and to persons other than cooperatives 
in respect of methods of doing business analogous to 
cooperative methods, suchas the making of payments 
commonly called patronage dividends and to make such 
recommendations for the amendment of existing laws 
as they consider to be justified in the public inter- 
est. 


(Note: P.C. 8725, November 16, 1944.)" 


Then, since up to this point the record does not disclose 
much discussion with respect to the doctrine of mutuality, 
i shally with the permission of the Commission, passsover 
bhis;section and not read it. 

MR. PARKER: Let us have an understanding on that; do 
I understand that section II is being withdrawn? 

THE WITNESS: No, by no means. 

MR. PARKER: It is not being withdrawn? 


THe WITNESS: No. The brief continues: 


"TT - The Doctrine of Mutuality 

Simply stated, the doctrine of mutuality is that profit 
Cannot be made by trading with oneself, There is, I trust, 
no presumption in suggesting that when the application of 
this principle was extended from the highly special field 
of insurance to the general field of trade, it seems to 
have been done without a full realization of the extent 
to which the two were not comparable. 

“If B goes into a retail store and buys five pounds 
of sugar, he gives up forty cents, the store gives up the 
sugar, and the whole transaction is closed. mfhis is true 


whether the store is owned by a private individual, °** 


f E Pile, eine, de ; ahd ioe 
see a val a ero 


tonmeiee fend! se 


a mee 


oa 


aes: coud gues Hepa beats 


. 
: 
e 
“ed 
Boas bt 
Me Ay 
P i : 
4 ; 
fo ay My ope + mT 
‘ wt ue end 
vi as: de 
ee ia ore oe 
Brey eo gh The ae Le 
was 
ea i. ow com wy : - 
ot = = gee ee t om 


Pe oe 
S ae ns 


gt aa gi By Dat 


Pranic ot 


a 4 taped ae 


ice 
Foe fos SA 
' ahd 
as | 9 ah Me 
eS Aaa ae 
Pe ach | 
Ne 


oo a 
- a ae 
‘ 
y, . | 
Pee ry a meee 
a igh MA 


oh oe Rae 


ee 


ray 


at, Bae 


Bran ae ae a 


we ts 


ie ise cae ay 


a 


tal * 


‘ wits 


ae 


ee 


ied 


s } _ 
ae ae a My 


‘ Of wan ts xa & 


ee 


os Re 


oa 


olete ie 
hens on 9% ait | a ag oe sh 


‘eran HH 


» 


r : i : o 
i ARG iy Meh fay sameil ’ ak AN. ics meat 4 sale wie a y 
ees ee ; Mes 
i uth Syke Be teen el eee cat iets oa lage , 
ip ae Vern ha . Ls ae Fite 
epee | inh ray as efit, Wa 
P| se ot #4 te Rwy a jet ES SORT: org 
bP OT peat ‘a ee GN ate woesged bas sia 
. ; versa. etegit ce 
j 4 Ft | A crys ee Te i wry ye ravi neit 
ar ri sha: 
ly i -_ i. + ee ieee HD) - oe 3 Aes . i, oe 
in MSDE SS MO ie ae 
me : st @D eS ee OU iy push fy we 
si.) (othne omer ten She 
Ye ee, ee TORS Ty ” ie [i ote: pe 
r i 4 i 
‘ HA ed a fo rina! on tay 7% eal ee ee) wonton F Pat 


~7477— Professor McDougall 


by x limited company with share, eapiteal, or by a 
limited company with open membership trading 

as a cooperative. In the case of the cooperative store, 
a legal person, it has sold Sugar to B at a price set by 
itself. It sets that price with full knowledge of the 
cost of that sugar to it, and with a pretty clear idea of 
the cost of replenishing its stock, 

"The essence of insurance is that it can never give 
rise to a Similarly closed transaction. Every insurance 
contract extends over a period of time and provides 
against risks which are quite incalculable at the time 
16 18 written. If B instead of buying sugar had bought 
protection upon his life he would be entering into a em- 
tract the duration and uncertainty of which are its chief 
characteristics. 

"A whole life policy issued at age twenty-one has a 
mean expectation of a term of forty-six years. provision 
must be made for an extreme duration of seventy-five 
years; and anything less than a whole life coverage 
would greatly reduce the value of the contract to many 
if not to most insurers. 

fe cnad iy. the extent of the risk attached to insurance 
on any individual life is absolutely incalculable. ‘the 
business is possible only upon the basis of averaging the 
risks upon many lives. Even upon that basis there ig a 
substantial clement of uncertainty due to possible future 
changes against which it is wise to provide by charging 
rates which are higher than necessary to meet the costs 
of insurance under the conditions most likely to be met 
with in the future. As.time passes and risks stay within 
the expected limits it becomes necessary to dispose of 


these excess payments. This is done, either by the 
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the payment of periodic cash dividends upon the policy, or 
by making uncovenanted bonus additions to the sum assured. 

"Thirdly, practically all life insurance is conducted 
at level premium rates and a reserve is accumulated on 
each policy in the early years against the heavier costs 
which come as the rate of mortality rises. $100 per year 
for fifty years amounts to $8457.94 when accumulated at 
2 per cent; to $20,934.80 when accumulated at 5 per cent. 
Since it is impossible to forecast future interest rates, 
provision must be made for variations in them as well as 
in the average duration of life. 

sTounehly; (the business of bite winsurance Ls vail sof 
one kind. It is primarily concerned with contracting to 
indemnify individuals, or their estates, in the event Ne 
Sspecilioiindependent events taking place... lt: is quite 
different from the merchant business in which one division 
may make losses and another profits. 

"To this point attention has been concentrated on the 
business of life insurance, but all that has been said 
above applies, with appropriate changes, to insurance of 
other types. It is true that the contracts in such other 
types are made for shorter terms, but the risks are lar- 
ger, they are less predictable, and they are not independ- 
ent. For these reasons these other types of.insurance are 
also sharply distinct from the purchase and sale of goods. 

"Upon these grounds, then, I suggest, first, that 
arguments arising in and based on the nature of the 
business of insurance are not to be applied to other 
types of business uncritically and with substantial 
adjustment for the radical change in the nature of the 
business done. There are substantial grounds for inviting 


the insurance policy holder to bear a part of the risk, 
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there is no corresponding need in any ordinary commercial 

or manufacturing business to ask the customer to do so. 

It may be desirable that he should @o so. To take the 

specific example of grain-growing it is most desirable 

that farmers should know as much as possible of the prob- 
lems and of the costs of marketing the grain they grow. 

But this ranks as a piece of desirable adult education; 

it is not a necessity of the trade. 

"Secondly, while the Board of Inland Revenue which 
is charged with the administration of the British income 
tax has naturally accepted the ruling decision in the 
Styles case, and has done its best to apply it, it has 
never been confident that it fully understood how the 
House of Lords ever arrived at it. 

(Note: New York Life Insurance Company v. Qtyles - 

14 Appeal Cases (1889), pp, 381-413.) 

The following quotations from the examination of Mr. fk. 

Stanford London who spoke for the board before the (U.K.) 

Royal Commission on Income Tax, 1918-20, are particularly 

interesting, partly because they show the attitude of the 

board so clearly, partly because of the experience of the 
commissioner who put the questions: 

MI19615. Sir H. Nott-Bower; JI agree. I have great 
sympathy with people who think that that judgment 
goes a great deal too far, because I was in the 
inland revenue before the decision of the House of 
Lords in the New York Life case. JI remember that 
we fought that case right up to the House of Lords. 
Our view throughout was that the profit was charge- 
able, but the highest courts of the land have said 
that it was not, but that the mutuality covered 


them? - That is the whole trouble that we have been 
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faced with. 

"19629. Before the decision of the New York Life case, 

if the board had been asked whether; if it tad not 

been for the statute in question, the surplus of a 

cooperative society was chargeable, they would prob- 

ably have replied 'Yest, would they not? — [I peta 
it is perfectly right to say that they were of that 
opinion until the New York Life decision was given. 

(Note: OCmd. 288. Evidence before the (U.K.) Royal 

Commission on the income tax (London: H.M, 
Stationery Office, 1919-20, pp. 962-3... This 
evidence was published serially in seven parts 
over the years 1919 and 1920. Hereafter it 
Will be referred to by its official number 

and the word evidence only.) 

"Not long thereafter the board again took the question 
up to the House of Lords, claiming tax upon the whole sur- 
plus of a mutual insurance society which had no shares and 
which did not trade with non-members, 

(Note: Jones v. South-West Lancashire Goal Owners 

Association, 1927 Appeal Cases, pp. 827-34.) 
It did so despite the fact that neither of the lower courts 
would entertain its contention. It is therefore clear 
that the principle of mutuality was one which the board 
was compelled to apply, it was not one which it felt able 
to Support either on grounds of logic or of public pol- 
icy. This was not an opinion held at one time during a 
particular composition of the board. It was quite as 
Been Gee attitude at 1927 as at 1888-9. 

‘Thirdly, the decision in Styles' case which marks 
the high-water mark in the extension of this principle 


is a blurred decision. The distinction between it and that 
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in Last's case which was decided four years earlier, was 

made on the basis of the management of the funds and not 

on the question whether profit was or was not made. 

(Note: Last v. London Life Assurance Corporation, 
Appeal Cases, vol. 10, 1885.) 

"It is quite true that in a mutual insurance company 
without share capital and issuing participating policies, 
the policy holders must be their own Buarentors. | But iar 
the company is a legal entity duly incorporated and with 
perpetual succession, its existence is the SCrucgial Tact. 
The individual policy holder does not meet and enter 
into a contract with his fellows in that relationship. 

He Contracts with the company. What it distributes to 
its participating policy holders is not a refund of money 
paid in by them, carefully earmarked and then returned at 
the end of the year, it is a proportionate part of tra- 
ding profit or gain derived from the whole of its opera- 
tions as an economic entity. Without the company as the 
central fact of organization it would be quite impossible 
to assemble a sufficient number of policy holders to con- 
vert the scheme from a gamble based on a few lives to a 
reasonable venture based upon a number adequate to reduce 
the risks to predictable limits. The company's separate 
and independent existence and the profits or gains accru- 
ing to it as a legal person are stubborn economic facts 
which cannot be washed away by any process of logic, 
(Note: In the opinion of Mr. London, this was the point 
on which the whole case for the cooperatives 
Stood or i6ll. 
£9065. Mr, Synnott. I have only one more question, and 
that is, if it be the fact in law and common sense 


that the members are not the society, the root of 
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your argument gocs?--- Yes, if the members are 
DOU Gie Society. I think so. 


Cmd. 288 (1919-20) Evidence, pp. 960-61.) 


"This is a question which did not come before the 


court. 


For reasons which do not now appear, the Attorney 


General who conducted the case for the crown elected to 


argue it upon the basis that the incorporation was of no 


importance. This point is covered in the following ex- 


change betwcen Duncan MacKenzie Kerly, a member of the 


same commission and who was himself a barrister, and Mr. 


London. 


19685. 


19686. 


Mr. Kerly: Perhaps you have never looked at the 
argument that was put up for the crown in that 
case. It Seems to me to have made the case far 
less valuable than it would have been because of 
what appears to me to be the extraordinary admis- 
Sions upon which it was based. They did not dis- 
cuss the mutuality question; they admitted it?--- 
The courts did not discuss it? 

No, counsel for the crown, who were arguing that 
the assurance company should be taxed. Jt may have 
been quite right, or quite wrong, but the matter 
was not put forward by the department as you rather 
suggested it was, or at any rate by the law offi- 
cers, that mutuality prevented trading profit. 

That was assumed. It may have been right or wrong, 
but I do not want to say any more about that? -- 

I think so, but the Lords in their judgment refer- 
red very pointedly to the mutuality question, and 
bring out that point that there could not be prof- 
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19687. Again, Speaking only as a lawyer, the Lords seem 
to me to have fainded themselves upon a most 
strange proposition. They forget that they are 
dealing with the question of whether the corpora- 
tion is liable, and their conclusion is that the 
traders are not traders, which is not the same 
question? --- Quite go, 

(Note; Omd. 288 (1919-20), pp. 962-63.) 

"In other words this is a decision which might have 
been altered if the full facts of the case had been 
brought before the court, 

"How those profits may be distributed afterward, - to 
whom, in what manner, at what time or times, - are each of 
them conceptually Separate questions. They have no bear- 
ing upon the question of whether a profit (‘is Jor’ is, not 


earned by a company as a Separate legal entity. 


ie he Bal tden Precedents 

"Tt is inevitable that British precedents should be 
considered with very close attention in all questions 
concerning cooperatives. Cooperative companies in this 
country sprang from the direct example of their British 
counterparts and from the initiative of British immigrants 
who had been members of such societies before coming to 
Canada. It is natural that administrators’ should acquaint 
themselves with what had been done in Great Britain before 
making decisions upon. questions posed by the rise of the 
same form of business organization in this COUnL TY. But 
British precedents cannot be transplanted bodily and 
without change. These are two different countries. They 
are different in their economic conditions and in certain 


of their institutions, to name only two major points. 
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All substantial differences Should be clearly recognized 
and allowed for if precedents established in Great Brit- 
ain are to be fruitfully followed here. 

"Por present purposes, the most important difference 
is that the canadian income tax system has always Deeten 
a tax upon the income of corporations as well as on tht 
Of individuals. as a result, the income of corporations 
is taxed twice; once when it is received by the corpora- 
tion, and again when that part of it which is not absorb- 
ed by the corporation tax is paid out in dividends to the 
Shareholders. No allowance is made to the shareholder 
for the fact that the income he receives hag already been 
taxed once. This is true double taxation. 

eThis is totally foreign to British practice.) in 
Great Britain taxes on corpcerate income are levied in 
time of war; and at such times cooperatives as well as 
other corporations are required to pay them, 

(Note: In the first war they were made subject to the 
excess profits duty by Finance (No.2) Act, (1915, 
wrand 6 Geo. 5,° Ohi 89 (see section 40 and sched- 
ules, paragraph 10). 

Section 40 (1) reads tthe profits arising from any 
trade or business to which this part Ole this act 
applies....' The anomaly of accepting the profits 
or gains of cooperatives for purposes of excess 
prorits duty, but of refusing so to treat them 

for purposes of income tax was not lost upon the 
(U.K.) Royal Commission on Income Taxe (See 
TUL +; “para. LO575)-; 

In the present war they were again brought under 
the same tax.) 


"But in more nearly normal times the British income tax 
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is a personal tax which is, so far as possible, collected 

at the source. The corporation is therefore responsible 

for seeing that tax is paid and remits the tax at the 
normal rate upon its whole income; but it can recoup it- 
self out of the dividends which are payable to its 

shareholders. That is, the statement furnished with a 

dividend cheque when the normal tax is five shillings in 

the pound would read as follows: 
STOSSAOTN Cen Oe OT eed wage ea 6 oad age ee LOO 
Leos ccucolie saxpaldyonmyourtpenaliu. «kis vuue a ties 
Balance for which cheque is enclosed herewith ¢ 75 

"In other words the British income tax is not a tax 
upon corporate income at all, it is a collection at the 
source of the tax upon individual income. [If the divi- 
dend paid in any year is equal to or exceeds the amount 
of the corporation's taxable earnings in that year, then 
the whole of the tax falls upon the shareholders. Uf 
part of the income is not distributed, then normal tax 
upon that part, and that only, falls upon the corpora- 
tion. But the object is not to tax the corporate income, 
it is to do justice by making certain that all the tax- 
able income of the year is assessed to tax, 

(Note: If undistributed corporate income were to be left 
untaxed, then the liability to tax would be 
determined by the subjective decision of bards 
of directors and not by objective fact that tax- 
able income had been earned.) 

BES polnt.ls..eructal. In Canada, a: tax Javied 
against a corporation is final; whereas in England a 
Shareholder whose total income is below the exemption 
limit can apply for, and will receive as a matter of 


course, a refund from the treasury of the amount which 
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was paid to it by the company on his behalf. JIn Great 
Britain the payment by the company is a device to Simplify 
administration; in canada it is a true tax upon the in 
come in the hands of the corporat lon. 

"The bearing of this difference upon the exemption 
of cooperatives from the British income tax upon trading 
profits (schedule D) was covered by seven members of the 
Ce) Royal Commission on the Income Tax in a reserva- 
tion to the main report in which they say; in*part: 

'4, If there were in the United Kingdom, as there 

is in the United States of America, a corporation 

tax levied specially on corporations as such, it 

WOULGy noywdoubt, he proper that a cooperative 

society should, as a separate legal entity, be made 

iiable to that tax. But the income tax is not a4 

Corporation tax) lt is a stax upon the incomes or 

profits of individuals, and though for convenience 

it is assessed in the first instance upon corpora- 
tions in which they hold interests, the amount of it 
is always adjusted to the income not Of) ‘this Sorpora= 
tion, but of the individual shareholders. EtUris 
true that, when a company receives profits which it 
does not distribute, the profits are taxed at the 
standard rate... put ite is universally recognized 
that the een for thisy is;-not. thatethe company as 
such is liable to income Daxgy bute Gnas to ie 
impracticable to tax the separate parts of a com- 
pany's undistributed profit at the rates to which 
the separate shareholders to whom those parts 

Sha eee belong are respectively liable. The 

mere fact, therefore, that a number of individuals 


have formed themselves into a separate legal entity 
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does not constitute the receipts of this legal entity 
a taxable profit under any part of the British Income 
Tax Law. 
(Note: Omd. 615 (1920. Report of the Royal Commission on 
the Income Tax (London: H. M. Stationery Office, 
ROO rp soars) 
"ProfeSSor Pigou, the most distinguished living mem- 
ber of the Cambridge School of ecc omic theorists, was a 
member of that commission and was one of the signatories 
of that reservation. He has also been a very warm friend 
of the cooperatives. But in discussing this question 
later in the year he came again over the same ground in 
the following words: 
"Tne mayority of the’ Royal connnisien on the Income 
Tax, while agreeing that the part of the proceeds 
of mutual trading which is distributed in’ "divie vt 
is not profit, claim that the (much smaller) part 
which is retained by the societies and placed to re- 
serve is profit. They base their view upon a dis- 
tinction between cooperative societies, as separate 
legal entities, and their members as individuals. 
The societies, they say, after payment of their divi- 
dends on purchases, which are in the nature of dis- 
counts, make out of the balance of their net re- 
ceipts an ordinary money profit, which, just like 
any other money profit, is properly taxable. Now, 
no doubt for the purpose’ of a4 corporation tax; this 
contention would be valid. But for the purpose of 
income tax companies and corporations are not, as 
companies and corporations, liable to tax; they 
are merely channels through which, with as much 


accuracy aS practical conditions allow, the taxation 
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due from their members is collected. Hence, if the 
money put to reserve by cooperative societies is 
taxable profit at all, it must be taxable profit of 
the members. But to decide that the proceeds of 
mutual trade are not profits from the income tax 
point of view when they are distributed in dividends 
on purchases, and are profits when they are not so 
distributed, is to make the nature of these proceeds 
depend, not on their origin which is clearly the 
proper test - but on their destination, which is no 
vestpoau all. “his ~ontention. of. the-majonicyvor 
the royal commissioners seems to me to break down 
completely before this objection.' 
(Note: "Co-operative Societies and Income Tax,' Fconomic 
ORIN ae ek nb WOO Waly 5 don, bie 
"In other words there is the clearest possible recogni- 
tion that if Great Britain had a corporation income tax 
such as Canada has had since 1917 (and is Likely to re- 
tain into the indefinite future because of the needy for 
revenue) then the whole earnings of the cooperatives 
would be taxable thereunder regardless of whether it 
was paid out as patronage dividend or otherwise, or was 
Put, bo. reserve. 
tSecondly, the British cooperative societies have 
never lost the marks of their early origin as experiments 
in self-help among the economically depressed. The 
original Rochdale cooperative was a last desperate 
attempt at self-help by people who trembled upon the 
edge of economic obliteration. They were hand-loom 
weavers who had been the aristocrats of the working 
classes at the opening of the century and who were now 


making their last pitiful stand against power weaving. 
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The legal status accorded them in the carly years or the 
movement was in the nature of charitable help given to a 
deeply depressed segment of the community. It had the 
further defence that if they were not encouraged to help 
themselves they would give Up Gatirely and <o into -the 
poor house as public charges. Their earliest incorpora- 
tion was under the Friendly Societies Act of 1846 and it 
is significant that they are still incorporated under 
the Industrial and Provident gocicties ACtS. 
(Note: Upon this point, see G.R. Fay, 'Co-operatives 
and the Statet, Economic Journal XXXTITI ue een 
414 f£f£.)" 

I might also refer the Commission to Beatrice 
Potter's Co-operative Movement in Great Britain, published 
in London by Sonnenschein and Company in 1895, which cov- 
ers that same point. ae, 

“AS “a tnabter of “historic fact the highly favourable 
position of the cooperatives in q@reat Britain with res- 
pect to tax upon their profits would never have been 
attained without that background of charitable noe toa 
struggling group.’ 

Another part of the same argument was this, that 
Since income tax was strieuls a tax upon individuals and 
since very many of the members of the consumerst co- 
operative societies in Great Britain were below the 
exemption limit, therefore it wag administratively desi1-- 
able not to stop at the source in this case; where in the 
case of the limited company, where a far higher proportion 
were taxable, you did. That is, there was an administra- 
tive advantage rather than any point of a principle, in 


the beginning. 
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"NIV - General Economic Considerations 
"There are certain arguments which have been advan- 
ced in support of the maintenance of the tax free posi- 
tion of cooperatives which require to be dealt with. 

They, are* 

(a) that, because the cooperatives have the power to 
vary their charges so as to reduce their profits 
(or even to convert them into losses), they are 
NOG PELOLLGS arr els, 

(b) that the profits or gains of a cooperative are such 
in appearance only. In the case of the consumers! 
cooperative they are merely a saving erfected py 
joint purchasing of consumable goods. Therefore, 
not being profits, they are not taxable when earned 
by the cooperative, nor when paid to the member. Jn 
the case of the producers! cooperative they are 
equally mot a profit, but, in, so farias they anise 
from goods produced in or necessary to his trade or 
business they should be included in the memberts 
ingome, tax return. 

(c) that the whole of the profit or gain of a cooperative 
society is due to the patronage of its members. 

(d) that because the taxable income of the members of 
produsers' cooperatives is increased by the patron- 
age dividends which they receive, therefore there 
is no discrimination in failing to tex that income 
while it is in the hands of the ee oe as a 
trading organization. 

"In addition thereto it is necessary to ane the 
consequences to the tax system and to the distribution of 
the profits or gains from trade which arise when one 


sector of the trading community is totally exempt from 
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the most important part of the total tax-load while its 
competitors find their taxes progressively increased. 

"The first of these arguments, namely that what 
appears to be profit is really not that at all because it 
can be made to disappear at will by reducing selling 
prices or by increasing buying prices, rests upon a fall- 
acy in logic. The cooperative form has no monopoly over 
this escape from patentee Any buSiness can reduce its 
prices to the point where there is no ProLit ‘end, Lowi. 
then pay neither income nor excess profit taxes. But 
the decision to do so is one which affects the amount of 
profits, not their nature. If profits do not Srisic., 
they cannot be taxed; if they do exist, they oughti-to be 
taxed under one law, equally applied, no matter who the 
receiver of them may be. 

"The second argument, - namely that the prolicetor 
gains of a cooperative are not truly Pprokit, out a4 eaninet., 
a” *surplus*,*or the "refund of a provisional over-charge't, 
and in any case something other than profits because co- 
Operatives do not seek profit, can be accepted only if 
the cooperative does not trade in its own name. 

(Note: Mr. John Montgomerie, one of the witnesses before 
the British Royal Commission on the Income Tax, 
Showed very clearly that the British cooperatives 
abandoned the word tprofitt and began to describe 
their profits or gains as tsurplust in the years 
1915-17 when the weight of taxation began to be 
felt; this despite the fact that the Industrial 
and Provident Societies Acts under which they were 
organized called for a statement in their rules of 
‘a mode for the application of profitst. (See oma. 


288 (1919-20) Evidence, pp. 874-5. Paras. 17639-54 
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inclusive, and also appendix 28.) 

Time has not permitted the Same careful docu- 
mentation of this change in Canada; but. the) ane 
dications are that it has come Since 1939, and 
for identical reasons, 

“himiweGss bie cooperative, acts as an agent or broker upon 
the instructions of its members it need charge only enough 
to cover its necessary outlays. But when it buys outright 
at one price and sells at another it appears as a prin- 
cipal in the transaction. This is true alike of pro- 
ducerst and of consumerst cooperatives. 

"AS @ principal it must either (a) make profit, or 
(b) withdraw from trade altogether, or (c) draw subsidy 
from some source or other in order to remain in existence, 
Whether its management does o- does not wish to make 
profit or gains is immaterial. The members, the directors 
and the appointed managers may all be of one mind in want- 
ing only to be of service and to avoid prerit dike tie 
plague. But the fact is that the winning of a profit is 
the price of survival. Without profit the cooperative can- 
not balance its accounts. And if, being legally ancor- 
porated and enjoying all the advantages of legal incorpor- 
ation, of limited liability and of perpetual succession, 
it makes a profit, it is inevitably liable to corporation 
income and excess profits taxes. 

"The nature of the cooperative dividend now shows 
up clearly as a device to attract and retain custom for 
a business organization. It is not a refund. If it were 
that, it would be an ordinary trade discount whose amount 
is fixed, which is announced in advance and which is quite 
unchanged for years on end. It would be clearly shown on 


every invoice, as for example, 'ttwo per cent ten days, 
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net thirty dayst which is a common trade term. 

MBUt 1 26 noua discount,.. The PY tig trades 
as a principal and then periodically casts up its 
accounts, determines the amount of its profits, and then 
decides how much of that profit shall be paid out to its 
members aS a patronage dividend and how much shall be re- 
tained to increase the capital upon which it trades. 

The opportunity to share in the profits of a trading 
operation is one of the prime attractions offered by co- 
eperatives to thelr members; andj; naturally, the greater 
the weight of taxation on others, the greater the rewards 
of membership in a tax-free cooperative. 

"Perhaps the true position is made clearest if the 
alternative applications of those profits or gains is 
explored. Let it be supposed that a consumers! coopera- 
tive exists in which each of the members holds one share 
and from which each buys an equal amount in the yar. 
Then when the year's profit is to be divided, it is-- 
tax effects being set aside--a matter of indifference to 
the members whether the profit is paid on the basis of 
share capital owned or of purchases made. On either 
basis the.distribution to each one will be the same. 

"But when the tax factor is introduced, the situa- 
tion is totally changed, If that profit is paid out as 
a dividend on the share capital that fact may be taken 
as proof that it is an ordinary trading concern. As 
such it will be required to pay income and excess prof- 
its taxes. What the members receive in dividend after 
those taxes are paid will certainly be taxable again as 
personal income in their hands if they are above the 
exemption limit. But if on the other hand those profits 


or gains from the identical trading are paid out as 
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patronage dividends upon past purchases the cooperative 
itself will certainly not be required to pay corporation 
income or excess profit taxes under current Canadian 
practice. I refer to the practice rather than to the law. 
In addition thereto, the members will be allowed to 

treat patronage dividends paid upon consumption goods as 
a reduction in their cost and therefore totally free of 
tax because such dividends are not to be defined as 

income for tax purposes. 

"How the man bers of the cooperative elect to distri- 
bute those trading profits ought to be left to themselves 
to decide. But surely it is profoundly improper that a 
private decision of that kind should be allowed to govern 
their public obligations. It is good logic as well as 
good law that it is the source and not the destination 
which determines whether profits or gains exist. The 
liability to tax must depend upon the existence of profit 
and not upon the particular method of using that profit. 

"Who would remain taxable if all taxpayers were 
allowed the same right to determine their own tax status? 

"The third argument, namely that the whole of the 
profit or gain of the cooperative venture trading upon 
its own account is attributable solely and exclusively to 
the patronage of its members is also fallacious. In 
fact the profit.or gain of any such cooperative is deter- 
mined by the same factors as determine the profit or 
gain of any private and individual venture or of any 
limited company trading in the same circumstances. There 
is the same need for skilled and intelligent coordina- 
tion of the various parts of the business commonly 
described as good management or else profit will not be 


produced in even the most favourable environment. 
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With a management of an equal skill, the gross 
profit or gain before deducting taxes is not the sole 
fruit of any one of the several factors involved in the 
business to the arbitrary exclusion of all the others. 
Poss) ins bead a joint product sof 

(a) the past contributions of resources to form 
the corpus of property with which the cooperative trades, 
whether subscribed as share capital, or deducted from the 
selling value of goods sold for members, or ae cumiie eon: 
Oat Of trading “profits, 

(b) the direct labour which is used, 

{c) the customers who patronise the organization 
Wievuer or NOL ohey are: members of 1b, and 

(d) the public facilities which are available - 
railway transportation, telephone, telegraph and postal 
communications, the opportunity to buy necessary equip- 
ment and supplies Lromrophers,; ett... euces) Tn (SuGwu, 
the advantage of participating in a developed exchange 
society. 

How those pmTits or gains will be divided between 
the several factors is another question. If those who 
Dut Up the Original capital can be persuaded, or cajoled, 
into foregoing any returmm upon it there is more left to 
pay to others. . The same is true if the wages of hired 
labour can be depressed without reducing its productivity 
to an equal degree. But it should be clear that this is 
a matter of bargaining between the several factors, it is 
not that the whole prwfit or gain is due to the presence 
of the one with strongest bargaining power which manages 
to walk off with the lionts share of the joint product 
of the cooperation of all of them. 


tApplying this argument directly to cooperatives, 
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all of these factors enter into their Operations. To 
assert as some of the less discerning cooperators do, 
that the whole productivity of a cooperative is to be 
attributed to its patrons alone to the exclusion of all 
the other factors, is most convincing evidence of their 
enthusiasm for the cause; but as argument it is deplor- 
able. 

"This argument rests upon a peculiar mental blind 
S,ot. Those who make it are so lost in contemplation of 
the virtues of their own movement that they are unable 
to see the grand outlines of the great society of which 
they form so small a part. We @14. of: us. Dives imemitual 
interdependence. We each specialize in hig own small 
line and then exchange products through the market with 
others who are all doing likewise. Tre yi Likes met wer 
fect. It suffers partial breakdown in business d epress- 
jon, and, .internationally, in war; DUb Los producti v1 py 
at the lowest point is so much greater than the happiest 
possible results of self-sufficiency that we never think 
Seriously of reverting to that latter state. 

"Where would the consumers cooperative be if it 
were nie off from the supplies of goods produced outside 
the movement, without the benefit of railway, telegraph 
and telephone service, without the services of lawyers 
and accountants who were not in full time employment? * 

MR. PARKER: Hear, hear. 

"The same question may be asked of the producers! co- 
operative. Would the wheat pools of the west cut timber 
and process it into lumber, and operate steel mills to 
get nails and roofing for their elevators? The question 
need only be put to answer itself. ‘'Cooperationt in the 


narrow and speCialized sense of the word is largely an 
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inflation of the ego based on ignorance of how the world 
runs. 

"The final argument namely that members of producers! 
cooperatives stand upon a footing of full equality with 
other taxpayers because they are liable to personal income 
tax upon the patronage dividends they receive deserves to 
be examined with some care. Let us suppose that a share- 
holder of a private company and a member of a producers! 
cvoperative be chosen who are completely identical in 
their incomes and in their responsibilities before the 
receipt of dividends on their shares and from their co- 
operative respectively. Each is assumed to have $5000 
of earned income, to be married with two dependent chil- 
dren and to have $1000 as his proportionate share of tt 
corporate earning power before corporate income and ex- 
cess profits tax. Their relative position will then be 
as follows’ - 

A 
"(1) income of the corporation before 
taxation, applicable to the in- 
terest of the shareholder #1000 


Corporate Tax 
Oe ae ee 
Minimum Maximum 


(2) less corporate income and ex- 
cess profits taxes 1010) 800 


(3) balance available to be paid 
to the shareholder 700 200 


(4) personal income tax to be paid 
(a) if the whole of this bal- 
ance is paid out in dividends 282 80 


(>). if none cof it is paid out 
in dividends Tia Tid 


(Note: Subject to the provisions of section 135 (1)} 


of the Income War Tax act. 
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Corporate Tax 


Minimum ~~ Maximum 
(5) aggregate tax, corporate 
and personal, upon this 
$1000 of corporate income 


(a) if the whole balance 
is paid out in dividends 082 880 


(b) if no dividends are paid 300 | 800 


B 
(1) Income of the producers! cor 
operative before taxation 
applicable to the interest 
of the chosen member $1000 


(2) Less corporate income and | 
excess profits taxes nad 


(3) Balance available for dis- 
tribution to the mémber 1000 


(4) personal income tax to be paid 
(a) if the whole of this bal- 
ance is paid out in patronage 
dividends 417 


bo) ie uone Or it isipeid out 
in dividends gil 


"The relative advantages of the member of the coopera- 
tive over the shareholders of the company varies from 
$165 to $463 if the income is distributed; from $300 to 
$800 if it is not. As a percentage of the original earn- 
ings this is an advantage of from 16.5 to 80 per cent. 
Obviously this exact percentage range can apply only to 
one kind of personal income; but the less the income of 
the recipient, the greater will be the minimum advantage 
to the member of the cooperative. The burden of corpor- 
ate income and excess profits taxes upon the interest of 
the shareholders is a constant amount. The personal 
income tax diminishes as income is reduced. 

"At any level of income there is a gross discrin- 
ination in favour of the cooperative form; and it is 


cumulative in its consequences. 
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"Certain of the more ardent proponents of coopera- 
tives envisage their growth until they are certainly the 
dominant and possibly the only surviving business form. 
(Note: See, for example, J. R. Love (Rd.) Notes on Co- 

operation. (Edmonton: Co-op News Press, no date) 
has the following to offer at pages 5-6; 

‘Cooperatives must become the common denominator 
of producer and consumer groups - not the political 
government. The use: of tie political’ estate: to 
regulate an economic system is external and un- 
Hovurdl end, “accordingly. idictevoriar. | Olivo an 
internal consumer-producer cooperative economy can 
be self-regulating and democratic. 

‘It is toward that ultimate economic system we 
cooperators strive - a democratic cooperative 
economy - an economy of freedom and abundance. 

An economy not only for the people but also of the 
people and by the people. An economy which will 
provide everyone with the three economic rights of 
ownership of productive property, employment and 
equitable incomes. With our natural resources and 
power production we need only develop still further 
the spirit of brotherhood and the necessary co- 
operative organizations. when mankind is willing 
to cooperate and when we learn how to organize co- 
operatively - then we will achieve the goal. 

This is the star that leads us. on.' 

It may be remarked that Mr. Love is by no means 
alone in his hopes for the dominance of the co-=- 
operative form; although not all of those holding 


that belief express it so rhapsodically. 
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The same idea appears in the testimony of the repre- 
sentatives of the cooperatives before the Royal Com- 
mission on Income Tax in 1919-20.) 
It is, therefore desirable to examine the effects which 
might be expected to follow on a growth of this kind. 

"So long as cooperatives take only a small proportion 
of the total trade, it may be possible to overlook them 
and to permit that part of the national income which they 
r- present to escape its fair share of taxation. Particu- 
larly is this so if they carry the flavour of self-help 
by people who are, most of them, below the exemption 
limit in any case. This has been the case in Great 
Britain when the chief cooperatives are consumers! co- 


operatives which are diffuse in their effects." 
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"But in Canada, the shier cooperatives are producers? 
organizations. The wheat pools have some 40 per cent of the 
total trade in grain and now have resources which would 
permit them to increase that figure immediately by the 
purshase of some of their competitors or more slowly by 
forcing them to the wall. Certain of the dairy cooperatives 
in the western provinces have nearly perfect’ momopoly 
control of the territories which they have markdd out for 
themselves. 

"Long before that point is reached, the tax system 
will have to be modified to reach this segment of the 
national trade. It ds a Situation which Professor Pigou 
envisaged in ‘his article “in the Economic Journal, and upon 
which his argument is worthy of careful attention. It 
is as follows: 

"It is possible to imagine a type of cooperative 
society in which all the members should club together 
in a self-sufficing community, growing corn, making 
bread, making clothes, digging out coal and building 
houses, and sharing the proceeds of their joint 
work among themselves without any money payment 
whatever being made. Conceivably, the whole nation 
might organize itself into an immense mutual 
association on this pattern, with the result that, 
though its real income remained as it is now, there 
would be no money income at all. If this happened, 
it is evident that an income tax of the British type 
mrp, no longer be an effective instrument for 
raising revenue. Its efficacy and its (relative) 


fairness depends upon the condition that those parts 
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of real income, which are omitted from its scope 

because they are not represented by, or easily con- 

vertible into, money income, constitute only a small 
part of the whole. If this condition ceases to be 

Satisfied, the whole form and machinery of the tax 

may need to be modified. 

NGOGS'S “Op p OL baiepy 160% 

"In the eyes of the British Board of Inland Revenue, 
the answer to such a situation scems to be the substitu- 
tion of a sales tax for the income tax, as witness the 
following reply of Mr. London to a question upon pate very 
point: 

19758 (Sir J. Harmood-Banner) 

- = = = would it not be the fact that Supposing 

the whole work of the distribution of commodities 

was to be effected by cooperative machinery, 

the Inland Revenue would be very much alarmed 

-at the result, and would have to look elsewhere 

for the revenue of the country? =- - - 

"The remedy is very simple; have’ a “tae on 
turnover, then. 

Note: “(Ome '288( 191 9-86) Wmridenve De 267.) 

"The problem has also been considered by Mrs Deo. 
MacGregor (Of All Souls College, Oxford, in ‘Taxation 
of Cooperative Dividend! Economic Journal, XXXIII 
(1933), 52-3.) who came to the conclusion that, under 
that circumstance,.the answer was either a sales tax or 
else a corporate income tax upon the whole income before 
the payment of patronage dividends, 

"Even if it be denied that cooperatives make profit 
or gain; even if it be accepted that patronage dividends 


are a return of an over-charge (neither of which can be 
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logically supported); it would still be necessary to levy 
taxes upon them if they became the major form through which 
business is carried on. No matter what attempts are made 
to maintain their present tax-free position, it WLLL») on 
the end, be destroyed by the growth of cooperatives to 

take advantage of it. 

"Finally, the theory under which income taxes were 
imposed was that they were taxes which could not be 
shifted. Men tried to earn ag large an income as 
possible. If part of that income were taken from them 
in taxation they might grumble; but they could do nothing 
BOOWwts 4) Gy 

"Whatever may have been the truth in that assumption 
when tax rates were low, it is clearly untrue now. As 
the data in Exhibit A show, corporate income and excess 
profits taxes of all corporations in Canada are now much 
larger: than the balance for the owners of business. 

i. say in the footnote: 

"Corporate income tax is in form a tax upon 
corporations; in.fact it is a tax upon doing business 
because of the predominance of corporations. The 
excess profits tax is in form and in fact a tax 
upon business as such whether done by an individual 
proprietorship, by a partnership, or by a corpor- 
ation. 

They, being the corporation and income taxes, are go 

large that they cannot be neglected, On any long-run 
analysis a return to capital is a necessary cost of pro- 
ductione Prices must therefore be set at such a level 
that they will cover all taxes and still leave profit upon 
capital, Therefore the cooperatives which sell at current 


market prices and which pay no tax upon income are the 
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beneficiaries of an especially favourable situation, 

Their trading profits or gains are increased because of 
She price policies which their competitors are compelled 
to follow; and they presently pay no tax upon those gains, 
The existing unequal incidence of this tax is more than a 
means of holding down those who are subject to Ui (OF 
preventing them from accumulating the funds out of which 
they can finance growth; it is also the means whereby 
their competitors are built up by unusually large and 
totally tax-free earnings. 

"If this situation were now to be reviewed with an 
eye to undermining the tax base, it would be left exactly 
as it stands. 

Chapter Vey 
the Canons of Taxation 

"The problem before your honourable Commission is a 
problem in taxation, and it may be of service to 
consider the canons of taxation as they have been 
developed by other students am to apply them to the 
case before you. 

"No matter whether one goes to Adam Smith writing a 
century and a half ago, or to Bastable writing in the 
present century, or to any responsible officer currently 
charged with the raising of revenue, one gets the same 
answer to the question of what is the first canon of 
taxation, With one voice they all say that taxes must be 
productive. A good tax system must find revenues adequate 
to the service of the state. No matter what else may be 
Said of any system, if it falls down in that respect, 
it is a failure. 

"We live in a great exchange society in which men 


Sell their production for money and satisfy their needs 
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by spending that money to buy the goods produced by 
Otherse If the state which issues the money used in that 
process can balance its accounts only by a continuous 
increase in its debt and (when investors grow resistant 
to that) by the uncontrolled expansion of the currency, 
the whole society is heading for total disorganization, 

(Note: There is a relatively modern qualification 

to this ganeral statement to the effect that the 

balancing of receipts and expenditure ought not to 

take place in every year but over a period of years 
equal to one business cycle. The assumption is 

that in prosperous times collections should greatly 

exceed expenditures; conversely, in periods of 

depression, expenditures by government should be in 
excess of current collections. Only in this way can 
governments compensate for variations in private 
expenditure, greatly expanding their outlay when 
business spending is low and restraining the boom 

by heavy tax collections when business Spending is 

high. But even those who hold to this variant of the 
general theory do not argue that, over long periods, 
governments ought to have a steadily expanding Hai. 

While the evil consequences of uncontrollable debt 

expansion may long be delayed they are in the end 

completely eertain, ) 

"Upon this test the Dominion'ts taxation system is 
definitely weak. At March 31, 1922, the Dominion of Canada 
(including Canadian National Railways) had a total debt of 
$3520 millions. By March 31, 1938, that had risen to 
$4855 millions, an increase of $1335 millions or 38 per 
cent. 


(Note: Royal Commission on Dominion-Provincial 
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Relations, Comparative Statements of Public 

Finance (Ottawa: The King's Printer, 1939), p.10-12.) 
If the accounts of the Dominion alone are used, the net 
debt at March 31, 1922, was $2422 millions; at March 31, 
1959, $3153 millions, an increase of $731 millions, or 
SO per cent. (Canada Yéar Book, 1942, p. 776). 
No matter what the basis chosen, the Canadian tax system 
was demonstrably a weak system under the conditions of 
the inter-war period. 

"Tt will be recognized that during the present war 
this country has already passed legislation calling for 
a level of expenditure, in the peace which is coming, 
in excess of anything known before 1939, altogether apart 


from the increased amount of interest upon the public 


Oe DD « 


"(Note: Total debt charges in the nine months to 
December 31, 1944, amounted to $249,3 millions, or 
at the rate of $332.4 millions per year. In the 
fiscal year to March 31, 1939, interest on the 
public debt amounted to $128.0 millions and cost of 
loan flotations to $4.9 millions. Canada Year Book, 
1941, p. 749, and Monthly Review of Business 
Statistics, January, 1945, p.38.) 
Other legislation entailing heavy charges has certainly 
been promised and may also be passeds. It is therefore 
clear that tax collections must rise to new high peace- 
time levels both in absolute amount and as a percentage 
of the national income. Therefore it is unwise to count 
upon the surrender of any dependable source of’ taxation 
in the post-war period no matter how good the arguments 
for so doing may be, abstractly considered. The need 


for revenue will make it essential to retain any pro- 
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productive tax. 

neers. Aire, no doubt, many strong arguments against 
the corporate income tax. It is certainly unjust in its 
present form, for shareholders are given no allowance 
DOr. biest achthate tax hes already been paid upon the 
income which they receive as dividends. 

"It is probably unwise. Those corporations which 
prosper pay tax at a very high rate upon their incomes; 
those which ultimately fail, losing substantial parts 
of the capital entrusted omen an Still pay tax afyin any 
year they make taxable profits. There is therefore a 
marked tendency to penalize fluctuating income. Asa 
result there is a constant and powerful pressure upon 
business men to contract, not to risk funds on new ventures, 
to play safe, which in the long run has a seriously 
depressing effect on the national income. But after ou ae 
that is said, the bitter fact remains that the corporate 
income tax (though not, it may be hoped, the excess 
profits tax) will be retained because of the revenue it 
produces and despite its effect upon the national income. 
it is no answer to the present problem to say that all 
taxes ought to be levied against income in the hands 
of individuals, That position has been rendered totally 
untenable by the scale of public expenditure already 
provided for by statute. 

"In any case I assume that this Commission is proceed- 
ing upon the assumption that no material change will be 
made in the corporation income tax in the immediately 
forseeable future. 

"For these reasons, the question whether cooperative 
companies should or should not submit to the same taxation 


as other companies must be met squarely. It cannot be 
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Byes aaa by recommending the abolition of all taxes on 
corporate income, 

"The second canon of taxation is that taxes ought 
to interfere as little as possible with the production 
of wealth. One of the clearest public recognitions 
of that principle is made by the British Royal Commission 
on the Income Tax which in summing up, said: 

"*In considering which decisions we have borne 
in mind the undesirability of restricting commer- 
cial activities or of suggesting anything that 
might tend to diminish that national prosperity 
on which the success of the tax primarily depends. 
(Note; Cmd. 615 (London: H. M. Stationery Office, 
1920), parae 648.)! 

In this, they merely restate accepted opinion and 
acknowledge the dictates of common sense, It is too 
much to expect that the imposition of a tax will lead to 
any great increase in the production of wealth, but it 
is certainly desirable that it should have tke least ad- 
verse effects possible. 

"It is a logical corollary from this second principle 
that ali tax legislation should give every form of 
organization an equal opportunity to grow and to develop. 
Corporations with share capital have been one of the chief 
forms for the raising and accumulation of capital in the 
past. Cooperative corporations with differing methods for 
raising money and different methods of distributing their 
trading profits are now rapidly developing. Each ought to 
be accorded an equal opportunity to do any lawful business. 
Neither one should be favoured as against the other, nor 
against the earlier forms of anterpri ae, the individual 


proprietorship and the partnership, nor against any other 
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form, attpresent unthought of, which may develop in the 
future. 

"The third canon of taxation to which appeal is gen- 
erally made is that of ability to pay. Simply stated, 
that means that of two taxes of equal productivity that 
one is to be preferred which rests on those best able to 
bear it. Now it is certain that there are cooperative 
corporations in this country which are very well able 
to bear taxation. On the other hand there are-eat. all 
times some private corporations whose incapacity to bear 
it is €qually clear, 

"This “principle must “be interpreted in the light of 
all. the relevant circumstances, Exemption from some part 
of the total tax burden may be given even to those in 
moderately comfortable circuns tances if the total tax 
Durdemis Lent. wba ins community like our own in which 
the en oe of the national income which is taken 
by the state is so very large, it must be accepted that 
those able to pay must include practically the whole 
community . Arguments for exemption which would have 
been accepted without question when public expenditures 
were at a very low percentage of the national income 
must now be unhesitatingly rejected, 

"Any claim for exemption must rest upon the = 
poverty of those who are to be exempt. It cannot be 
made for a whole class without exception. If the matter 
before you were one of the personal income tax it would 
be proper to recommend exemption of incomes below a 
certain limit. In the special case of farmers it 
would be proper to recommend special provisions for the 
computation of their incomes which would allow for the 


Special nature of farm operations, But it would be 
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profoundly improper to recommend exemption to farmers ag 
a clas upon their personal income; and still more improper 
to suggest that corporations whose shareholders were 
farmers should be exempt upon that ground. All other 
corporations are liable to corporate income and excess 
profits taxes at uniform rates regardless of the 
relative wealth of their shareholders, To relieve corpor- 
ations with farmer shareholders of taxation because some 
farmers are not wealthy, would be a wholly arbitrary 
procedure, 

"reo this point LE refer to an articie by Mr. Henry 
C. Simons entitled "Some Reflections on syndicalism', 
%O be found in the Journal of Political Economy, L il 
(1944), pp. 1-25. This is peculiarly germane to my whole 
position. I have copies here and if I am allowed to do SO, 

"S41 Should like to tender them: 

"Tt might, perhaps, not be necessary to put quite 
so much stress upon this aspect, if it were not for current 
indications that farmers as a class are failing to file 
personal income tax returns as evidenced by the following 
report: 

"' Along with the 1943 record the department 
pointed out that in addition to the 24,153 farmers 
who paid income tax another 37,560 farmers filed 
returns but claimed exemption releasing them 
from tax liability, On inspection it may be that 
some of these will be brought into the taxpaying 
groupe Together those figutes demonstrate that 
about 60,000 farmers are now being reached by the 
income tax machinry. Ottawats belief is that between 
220,000 and 330,000 farm income tax returns should 


be made. This suggests that the taxmen are reaching 
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between 18 per cent and 27 per cent: of that 

number. (Financial Post (Toronto), March ley 

D945, .Deae }? 

MOD SUpoor GOL this report I attach Exhibit B hereto, 
It contains 

"lay TerortvoiaL press release on which this 
report was based. 

"(b) a statement showing the tax status of 
agrarians in the years 193647 to 1942-8, 

tic) statements Showing the change in farm income 
since. 19567, 

"All data are obtained from official sources, 

"This report and the data in the exhibit should be 
read in conjunction with the arguments made before this 
Commission that past avoidance of taxation by cooperatives 
generally and especially by farmer-owned producer cooper- 
atives should be reported by you to have/ right and proper 
and that they should continue to enjoy freedom from 
corporate income and excess profits taxes into the 
indefinite future. 

"The fourth major canon of taxation is that taxation 
Should be just as between the various taxpayers, That 
principle Tequires that liability to tex shalteperdeter. 
mined by objective tests. Many of the cooperatives appear- 
ing before this commission appear to rest their case 
upon the assumption that, since they are discharging 
important social functions, they ought to be excused from 
payment of the taxes to which others who engage in the 
same business are and should remain subject because the 
latter are not equally high-minded. (See, notably, the 
testimony of Messrs, J. T. Hull, EB. B.Chown and W.C. Good.) 
It is not necessary to deal with this argument at length. 


The burden on inspectors of income tax is already heavy 


1 etek = a 
; i P 
i : : t lag 


ka bah Sor ees oes 
Ten piedie 2a ait Be worn “plaaietade ee 7 
; wale ee eo rane 5 a "0 Otis 


“4 he 


be ee oo eee | Gt |e q adued, ‘eran se a 
| { ‘A Ly eG) = ee 2 1 : 


tet eee aut pet asaagedade te" 


eae 


P arstinn! | | MaDe . sae 
ve tg co Hes bee a ” Sy, vf ; | ok 9" ; 3) 5 BEBE, aou. 


} “ a 1 se } j : a "| K as 
+ ee Bees i } 
cp ; ie aan Wa NS , h)s i 
Gi a, at a oe aes ae Py 7 7, 

Bene Si ts A 1 dn | state tae 
: : ah Ce i “hee aa 2 ® ey . a fy) WAL h| L ne rt i “€ 18 it 

i coe ss oy peta Bat es 1 RE Lone WW @ 

A Siete t 7 t 


Gee ete, Me P ; ‘ : _ . ; 
Peles vorane ait al, aoyh ath ong te eee 
DR. pa RIOR AIGA Ade, OY Aen WENT, eh ae a 


Deis i) 2 are: é ONE ¥ 
a ee Tes 


ae ue gets p BATS vail 109 ae Ror * 
a y ¥) 


Se Se OF Le ene hee ‘oe si 


avy : 
pa = aes a 
PSOE vs ; ot) 


rh shah kote. Ae qed gotea amo a 


a * GN A re Sa has ; uh H 
ini ges te META akbedne bas ‘yideroni 7 


‘ a jae - ar ad haa de nwa ate, 
° ia va 
S ie es ine : i A. F ~ > g 
seieoge pivots ‘Len t Pika. baa” y 
i oh ah Bp 5 " r Ne i . ‘ 


: 7 ie ‘ 7 . ‘ eile ae Se ies eal , 
ia Mw eee. Saw cr eee ceomer Sms emootb overoq uae : 


agtetTobad a Bs, 


Firs: ae tate Mr) : (2 


PSE a } y Where nt Wis ws ' 5 
ST ee es One cn Gia ee t . iene cy 0 isk Bae aT u ~~ a 
‘ ete OAV Baia ed Wii) ay ihe Jie ates LOT, f faint i. Sime ; Re 2 


: ER abou ae ag 7 i 7 
Aas ats a be sae a on os Ur | Le civ - By a ani od piyaie 


mAb n° tees ha ist z, ‘te “13 ¥ alg i eh ot saqrante 
j i ae A5 , hn Ah aye 
iH : 3 na | ¢ a J 


iy 00 Sl doe yag vd benim 


as 


ea ef aa | r wane 7 bey A ihe Won” =e 2, bald, axored wid 


hai ot Ee ove ee a epee tes? so iqnigedt end ao, 
ea hye ee 4 pave al is ¢ E font iptoos dae ue) 

¥ van hi a, bps a = 

ie = Se eKe ss 71) . cc pe 5 i 


"e co : 2 


aoe Ak te cei le piling: “Ore” wus voohteld Gil 


ie ee a ee Aion ; isi dot? 
e em i - , Oo an eNey = Boe. 8 


ws af P : oy pe we p 
ee Oy 1, ie : * pe ip fii 1! fle Le, als ub ae Ladipa om ors ies 
> iy - = ee AY 
io ae th , Fee i, 0 i 
“oh , . Py j 7 me, oi ; Et mts 
ine che nai) P ve ° A ao a tres: 7 4 ? raise, to yaor 


=— 

Pater 7 ee % Wy 7 ; 

i a 2 7 iy ‘ “Ff eo - ” 3] 7 
; ce Sy ay tee 7 ri 


: ' ats | : +4 OK a My. 1 gaat 7 
vic tia 2] fed. dep Pe eo 


Fo 12 -~7512~ Mr. McDougall 


€nough in all conscienae without asking them to aCoept 
the impossible task of measuring the motives and in- 
tentions, (and possibly of reassessing yearly the net 
value to society) of each taxpayer e For purely admin- 
istrative reasons if for no other, objective tests 

have to be found to measure the liability to tax; * Any 
other basis would amount to setting up a state-subsidized 
religion in which the orthodox would draw their rewards 
here and now and leave heaven to look after ttseir, 

Nor is this a question of administrative convenience 
only. This has been a free country; it can remain so only 
if the executive is compelled to operate within a legal 
framework which is clear and derinite, “It must always be 
possible for the ordinary citizen to call it to account 
if it transgresses the law which it is empowered to 
administer, Such a challenge to the executive can be 
effectively made only if the citizen has the economic 
resources to mest its costs; has them, not upon suffer- 
ance of the state, but indefeasibly, under broad ana 
binding rules set out in the statutes and in established 
precedents. That economic basis of freedom would disappear 
if the citizen could not enter any trade or business 
in any legal form, or if he carried on business upon 
the sufferance of an unrestrained executive power, 
or if the taxing power were used punitively against some 
for the encouragement of others, who, for some reason 
or for no reason at all, were the current favourites of 
the executive. 

"Even from the narrower standpoint of smooth and 
rapid tax collection it is essential that taxes be just 
and be justly administered. The total burden of taxation 


presses very heavily now and will continue to do so after 
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Mr- McDougall 
the war. It must have the Substantial agreement of the 
whole community if it is to be collected without intoler. « 
able strain, It is of the first importance that whole 
sections of the community Shall not be made to feel, with 
reason, that the necessities of the state are being used 
as a stalking horse to encompass their destruction. 

"Furthermore, differential taxation as between 
corporations carrying on the same kind of business which 
is based on differences in corporate form only and not 
on the nature of the business @one is not only unfair as 
between the respective GALDAVET Swit iyo alan profoundly 
unwise from the standpoint of society. The economic 
resources of the community are ultimately distributed by 
the price system. Those who are able to make trading 
profits get control of larger amounts of resources while 
those who are not able to use resources profitably are 
compelled to give them up andmay ultimately be pushed out 
of business altogether. It is for this Beason thatthe 
present exemption of cooperatives from taxation is unwise, 
They are set ina specially favoured position and are 
not compelled by an equal competition to justify the 
efficiency with which they use their growing resources. 
They may expand into fields of endeavour in which their 
net productivity is lower than that of their competitors 
merely because of this tax advantage. The total net pro- 
duct of their competitors is divided between then and the 
state. That of the cooperatives is, all of it, left with 
them, untaxed. 

"This is of major importance. Exhibit B, which is 
attached hereto, shows from the official statistics that 
the share of the state at 1943 was much larger than that 


of the shareholders, both preferred and common, There 
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is every reason to believe that that is still the case, 

"Therefore, cooperatives under current conditions, 
may show a very much higher private earning power than 
their competitors and have much larger funds for expansion 
at their command, even though their producivity is 
markedly lower. Should such be the case then the community 
will be worse off, altogether apart from the tax collection: 
which are lost, because it will have lost the production 
which it would have had if those resources had been more 
effectively used,Upon the narrowest of economic grounds 
tax exemptions are undesirable because, ultimately, they 
so distort the distribution of economic PSSOUnGesuas) to 
reduce the national income below what it would otherwise 
have been. 

"Upon this same line of reasoning, the producer 
cooperatives should not be eneouraged by a recast section 
4(p) to confine their dealings to their own membership 
Only nor to attempt to serve only the smaller and less 
prosperous farm operators. An elevator system has high 
fixed costs and low variable costs. Therefore average 
handling costs decrease substantially with increases in 
the amount of grain handled. If a farmer-ownec system is 
to be in existence at all it should have every incentive 
to go out and get all the business it can so that its 
resources shall be used most effectively and also, so 
that it shall put the maximum of continous competitive 
pressure upon its competitors. The latter have no claim 
to anything but an equal chance to fight for their ogon- 
omic lives. They have no claim to any special protections 
Their shareholders must be presumed to have invested their 
money with their eyes open, and to have accepted the 


possibility thet their capital may be lost. But, equally, 
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in a state-regulated industry, they shall not be pillaged 
by the granting of tax advantages to competitors whose 
major difference in position from their own lies inthe 
LenetTh. Of the Shareholderst list or in the identity of the 
persons whose names are on those listSe 
Chapter Vi 
Summary and Conclusion 

"It. may be of help 1? the argument contained above ig 
Summarized briefly as follows: 

"1. that the doctrine of mutuality under which co- 
operatives now claim tax exemption is one which it is very 
difficult to harmonize with the facts of the insurance 
business concerning which it arose; and one which it is 
quite impossible to apply logically to other types of 
business. 

"Ze That even if that doctrine be accepted in Great 
Britain where there is a personal income tax only, it is 
perfectly clear that it cannot be used as a basis for 
tax-exemption in this country in which there is a4 corporate 
income tax . 

"Se Cooperatives are incorporated legal persons with 
limited Prawn oy ane perpetual succession and which trade 
in their own names, They make profits or gains from that 
trading. When those trading results are known the co- 
operative decides through its directors When, how, and 
in what proportion those Sains from trade shall be divided. 
Inte as5*in its entirety, the performance of a legal entity 
entirely separate and distinct from those who are members 
of it. 

mTPechere ise tix upon the earnings of corporations 
as such, then cooperatives should be Subject “to it, 


"4. That all taxes on business firms are in the long 
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run costs of doing business regardless of the particular 
method of assessment. Therefore, to permit cooperatives to 
escape from costs so heavy as the income and excess profits 
tases now are (and give promise of remaining for a long 
period after this war) is a4 gross discrimination against 
those now assessed. It tends to destroy the tax base, and 
leads to the uneconomic employment of the nationts resources 

"Most important of all, the effect of this discrimin- 
ation is cumulative. 

"The existing situation is totally indefensible, 
whetheron grounds of abstract LOgic Or oF public policy, 
Axoaption from taxation is not hecessary to the cooperative 
movement because, given good management, there is no reason 
why a cooperative should not be as profitable as any other 
commercial venture. It is contrary to the whole trend of 
cooperative thought which has always been against accepting 
bounties from the state as striking at the very roots of 
its independence, 

"The cooperative movement has behing it a century of 
growth in wealth and in power; but its great contribution 
has been in the democratic system of its internal 
government and in the conscious attempt to distribute trad- 
ing profits broadly. What a curious thing it is that. 
many of the professed inheritors of the proud tradition 
of the Rochdale pioneers should Dey An thie eountry, 
capitalists with resources far greater than those pioneers 
ever dared to dream of, and who hope, ‘by altering their 
language', (Last v London Assurance Corporation, 10 Appeal 
Cases (1885). The words are Lord Bramwellts, ) 
to escape from the taxes upon their profits, taxes which 
their fellow-citizens bear without complaint as necessary 


costs of maintaining the government to which we are all 
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subject and in whose benefits we all Share. 


WALL UOLeWwhich is humbly and respectfully submitted." 


Whereupon the Commission adjourned 60.12.30 pamy Untie 
Gul. Dells 
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AFTERNOON SESSION 

The Commission resumed at 2.15 Pelle 

BY MR. PARKER: 

Q- Professor McDougall, I understand from yournbrici 
that it was prepared at the request of the Line elevators? 

As 1055, 60 0% 

Q. Your brief was prepared, then, I assume, having in 
mind the best and most logical arguments that could be Leary 
produced in support of the position which the line elevators 
have taken before this Commission? 

A.No, it was not, sir. This was a report as a citizen. 
It was something which they asked to have done, but beyond 
that it was not done in any sense in relation to their 
position. 

Qe It is not to be treated in any sense as a piece of 
advocacy on behalf of the contentions made by the line elevat- 
ors? Ke Noy, Sits 

Q. And in the preparation of your brief I judge that, 
inasmuch as you mention that in approaching the problem 
one would naturally look to the wheat pools for information, 
it would be only natural to Suppose that you had approached 
it primarily with that in view, the position of the wheat 
pools. Would that be correct? As That would be so only 
because they are the largest and the most fully-developed, 
and therefore you see in them -- 

Qe I just asked you that question? tha LES 

Qe You say they are the largest and the most fully- 
developed, and I think you also used another adjective as well; 
that they were the oldest? A. I may have; I cannot 
remember . 


Qe AS a matter of fact there are very large cooperatives 
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in this country which are much older than the wheat pools, 
are there not, to your knowledge? A. Not to my knowledge. 

Q» Did you ever hear of the British-Canadian Cooper- 
ative Society or association, I am not sure of the exact 
terminology? A. That is the consumer cooperative in 
sydney, is it? 

Qe I merely asked if you had heard of that? A. Yes, 

I have. 

Q- Do you know whether it is a producer or consumer 
cooperative? Ae It is a consumer cooperative, 

Qe And have you knowledge that it is very mucn older than 
the pools? A. I think 1906 is the earliest date. 

Q. And its form was more like the English cooperatives, 
as they have developed, than the pools? A. Yes; it is 
a consumer cooperative, as they were and are, 

Q. I was wondering why you did not base your argument 
at least in part upon the history and from the set-up and 
method of operation of such organizations ag that, and other 
cooperative organizations? A. Because in size they are 
much less important. 

Q» That is, you consider the wheat pools far more 
important than all the rest of the cooperatives in this 
country put together? A. Certainly far more important 
than all the consumer cooperatives put together. 

Qe And the producers? A. Yes, I would think that 
is so. 

Qe Then another thing, if I follow your brief correctly, 
is this. In one place you state that the fact that these 
cooperatives are incorporated, that they have established 
what we have been calling a legal entity, quite apart from 


their members was, I think,.to use your expression, crucial 
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in arriving at a proper understanding of this whole question? 
Ae Yes. That word "crucial" was used in relation to the 
corporate income tax. 

Qe I was wondering if the argument which you make in 
that connection would be sound, if you would consider it 
sound, if those people, instead of becoming a corporate 
entity, a separate legal entity, gathered themselves together, 
in, what shall I say, a sort of loose association, but not 
“neorporated? Would your arguments apply in the same way 
as you have sought to apply them in your brief? Ae Do 
you think in terms of a partnership? 

Qe I am thinking in terms of the question I put to you, 
A, I have no knowledge of any organization in which people 

are banded together except in corporations, which will 
take in so many people. I would ask you, therefore, to be 
precise. 

Qe Did you ever hear of a concern inthis country called, 
I think, the United Maritime Fishermen, a body which came 
enone this commission in the maritime provinces? 

Ae No, sir; I have not heard of theme 

Qe And you have not heard of any body of persons, 
shall I say, gathered together in what they call cooperative 
association, other than being incorporated by a charter 
into this thing which you refer to as a legal entity? 

Ae I have heard of a cooperative union, which is a body 
which represents incorporated cooperatives. 

Q. But you have not heard of any of the others? 

A. Of a trading organization which does not take the 
corporate form? NOe 
Q. You have not heard of associations of the type 
which I have described? A, I think I say that I cannot 


know everything about all of them. 
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Qe Is that quite what I asked you, whether you knew 
everything about all of them? Ae This is one that slipped 
through the mesh. 

Q%e I asked if you had ever heard of the type I have 
mentioned? Ag No, UL haveinots 

Qe I think you argued some length in your brief that 
in order to answer this very difficult question of what may 
or may not constitute profits, it does not depend upon the 
destination of those so-called profits if they are profits? 
Avi Yes, Sirs 

Q. But rather that in order to ascertain whether such 
things as profits do in fact exist,~one must look’tontheir 
origin. Is that correct? Aa Yes) sins 

Q. And that is definitely true, is it, lin. your opinion? 
A. YeESe 

Qe Wail yout tur nboo pagei2iy)) Tathink ia tits): sor your brief, 
at the beginning of the paragraph about the fifth line down, 
where“ you say? 

"But when the tax factor is introduced the situation 
is totally changed." 
That is, the situation you have been previously discussing. 
Then you add: | 
"If that profiteis paid: out as e» dividends on the 
share capital, that fact may be taken as proof that it 
is an ordinary trading concern." 
It has occurred to me that this might be perhaps contradictory, 
in part, with your general thesis. Do you think it is? 

fit No, LT. do notothink so,peirs What was in mind there 
was this. I understand it to be the ruling of the inspector 
of income tax that a corporation which pays dividends upon 
its share capital is in danger of losing the .protection 


of section 4(p). 
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Qe I do not associate this statement or argument you 
are making here.with section 4(p). I thought you were talking 
about the actual situation, quite irrespective of section 
4(p), were you not? fie The whole virtue and beauty of 
being a cooperative is the shelter of section 4(p). Why 
bother, if you do not get it? 

Q+« I was probably wrong, but I thought your whole argu- 
ment was founded upon, and proceeded upon the contention that 
these corporate bodies, because of the way in which they 
were organized and the method in which they carried on busi-~ 
ness, actually earned a profit; that it was not a question 
of whether that profit was to be exempt from taxation or note 
That may be a sound public policy, or it may not, but let 
us try to establish first if they have profits. A. Yes, 

L say they have. 

Q- You say they have, and yousay again that the question 
of whether or not they have profits is determined by how 
they dispose of their funds, rather than the origin, 

A. It is determined by the source of their funds, not by 
the method of their disposition. 

Qe that is. sos. it had ibareversed, Vette Tsay) fs thought 
it was inconsistent there, when you say that if that profit 
is paid out as a dividend on the share capital, that fact 
may be taken as proof that it is an ordinary trading concerns 
I thought that was inconsistent with your argument? 

A. To me it is a matter of indifference whether that trading 
profit is paid out upon the share capital or whether it is 
paid out to the patrons in proportion to their contribution 

to the business of the concern. It is still a trading profit. 

Qe Now will you direct your attention for a moment to 
page 11, just for clarification. This is a question 


which has been bothering me; perhaps I am the only one it 
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bothers, but it has come up a number of times and I should 
like to have it clarified, Just. let me read it: 

"For present purposes, the most important differ- 
ence is that the Canadian Income Tax system has always 
levied a tax upon the income of corporations as well 
as that on individuals." 

Then. yow go ons 
"AS a result, the income of corporations is taxed 
twice; once when it is received by the corporation, 
and again when that part of it which is not absorbed 
by the corporation tax is paid out in dividends to the 
Seepenal asian 
I suggest to you that this is unsound, and by that I mean 
this. it is quite erroneous to say that the income of a 
corporation is taxed twice under our system. 

A. The income is taxed twice which arises out of the 
one corporate act of making a profite it Le Pires nie a 
the hands: of the corporation .. It is hit again when it is 
paid out as a dividend. 

Qe When J earn. a fee as a practising solicitor, [ have 
to pay. income tax on it, When I buy a suit of clothes 
end pay part.of that fee to my tailor, he has to pay some 
of that same money in income tax, but I would not call that 
double taxation, would you? A. Exactly not, because 
there are two separate acts of production. There is the 
production of what service you give as a lawyer; there is 
the production of what service the tailor gives as a tailor, 
but there is not a separate act of production in the other 
Case. 

Q. There are two very separate and distinot taxpayers, 
however? As Two separate and distinct taxpayers upon 


the one income. 
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Q. No; that is where I Suggest you go wrong, and may 
I point out what I mean, When an ordinary corporation, 
carrying on business, earns an income, it is the income of 
the eorporation both in fact andi Taw, re) ae OL. 

Ae Yese 

@. And as Such, ‘and as 4 taxpayer having earned income, 
it pays its tax and that transaction is completed, is it not? 

Ae Yess 

Q- At that stage that income does not belong to the 
individual members of the corporation, does it? 

A. Quite rilehe: “it tis earnings made upon their economic 
activity. 

Q. Up until the time, and prior to the time the company 
may declare dividends, that income in the hands of the cor- 
poration is not the income or the property or the money of the 
individual members of the association, is it? 

As NOs 

Qe But once dividends are declared and paid and that 
balance of the money has become transferred from the corpor= 
ation, whose money it was, to the Shareholders, it then becomes 
the income of the shareholders and it ceases to be the income 
of ‘the corporation, I say it is very much like the illus- 
tration I put to you, I pay income tax when my income is 
in my hands; when I pass it over to somebody else, it becomes 
income in his hands, and it will be taxedg accordingly. 

Do you see my point? fe I sos your point, 

Q- Are you willing to agree, then, that it is, I think 
to use your own words, a fallacious piece of logic, and that 
it is a misstatement of fact to say that the income of 
corporations is taxed twice, once when it is received by the 
corporation and again when that part of it is paid to the 


Shareholders? I submit that is simply not so, Do you 
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agree? Ae I think you are wrong, totally. 

Qe Well, it is no harm to Suggest to you that you may 
be wrong? 

Ae Well, so long as you will remember that in the example 
you gave there were two separate acts of production; there | 
was the production which you made as a lawyer and there was 
the production which the tailor made ag a tailor. That is 
not true in the other case, 

Q. This is the first time I ever heard anybody admit that 
the lawyer produces anything. fi. You and I are in the same 
boat; that is why I say that, 

Qe Per needy ch should clarify this for ei pit. You’ wilds 
it has come up many times. Just what is the meaning of this 
expression, "double taxation"? May I put my idea before 
you first, and then you may qualify or CLEriL yi its My 
understanding has always been that double taxation meant this: 
two taxes imposed by the same authority upon the same tax- 
payer in respect of the same sum of mOney e That is what 
I understand to be double taxation; and any form of taxation 
which does not meet those requirements is inaccurately called 
double taxation in fact. In the language of economists 
it might mean something else, but as an actual fact it seems 
to me that is what double taxation is ana can only be? 

A» It Seems you and I are making the same point, that 
the corporation and its shareholders or members or cooperat- 
ors, whatever you call them, are two different legal entities, 
and I agree with you. But the act of production of a Share- 
holder is the contribution of capital to the corporation, 

For that act of production he receives his dividends; 
and if you tax what is available to be received once in the 
hands of the corporation and again in his hands, when he 


receives it as a dividend, it is, on any reasonable ground, 
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double taxation. 

BY THE CHAIRMAN: 

Qe But has not that fund of money changed when it gets 
into his hands. It is his money then? Ae YeS. 

Qe It is another fund. It has left the corporation 
entirely? Ae It is another taxpayer, but it is the same 
source of earnings, 

Qe Yes, but it is another taxpaysr and really another 
fund. Once the shareholder gets it, ots his; it no longer 
belongs to the corporation? fue Quite. 

Qe Therefore are there not two separate forms of taxation? 
I am not an economist, I must admit, Petvankiy, Veins 
I think it is arguable, I do not agree. 

BY MR. PARKER: | 

Se Well, that is making some headway, if it is admitted 


to be even arguable, WOUn Mue out ny illustration, as not 


being analogous? ie I am accepting it perfectly; I agree 
with you. 
Q. If there was only one production? Ae YES. 


Q. Is there not double production, in the sense in which 
you have used it, in the corporation and the shareholder? 

Aw NO. 

Qs Why? Ase The act of trade takes piace Sand the 
corporation is not able to go out and buy a suit of clothes 
Or order a dinner. It is a fictitious person, operating 
with the money of the Shareholder, and pays to the shareholders 
such earnings as it is able to make, when it is able to make 
them, 

Q. That leads me to another questions You say a corporation 
is a fictitious person. In so far.as the Law is concerned, 
and in so far as the taxpayer is concerned, it is just as real 


as you or I? Ae YES. 
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Q. Then why call it a fictitious person? 

Ae Because it cannot consume, 

Qe I think I have heard the expression used that it cannot 
actually bear the burden of the tax, although it can pay it. 
Would that be putting the same thing in another way? 

A. Yes; the corporation as such cannot enjoy what it 
earns. 

Qe Unless it enjoys paying it out? 

BY MR. ELLIOTT: 

Qe May I intervene for a moment? Speaking of tax 
matters -= you will check me if you do not agree -- one can 
mefer..to ihe object ofa tax; thatis toysay, the thing 
according to which the amount of the tax is computed? A. Yes. 

Qe It may be on income, or on so many yards of cloth 
of a given fineness, or the value of real estate, or some- 
thing else. In the sesond place there is the taxpayer; 

that is to say, the person, whether natural individual, 
or a legal fiction, which actually pays the tax, and all that 
is necessary there is that the payer must have the power to 
write out the cheque to pay, and to be sued in case he does 
not paye Again, there may be a question of who bears the 
burden Of,a tax. What do you understand by that, the person 
who bears .the burden of the tax, as distinguished from the 
taxpayer? 

A.In this particular case the person who bears the 
burden of the tax is the shareholder. 

Qe And you told Mr. Parker that you do not consider that 
a corporation can bear the burden of it, because it cannot 
enjoy things and feel burdens? Ae YeSe 

MR. PARKER: And cannot suffer deprivation, either. 

BY MR. ELLIOTT: 


Qe Finally there is another point which you introduce 
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into your argument, and that is the source of tie tax: that 
is to say, where the funds come from? Waly Yoiss 

MR.» ELLIOTT: Perhaps if we kept those four ideas 
distinct, it might help. 

BY MR. PARKER: 

Qo Just one or two other questions on that section 
of your brief which you did not read. You deal with the 
doctrine of mutuality, beginning on page 11, and as I under- 
Stand it you point to the fact that true mutuality had its 
origin in life insurance transactions? 242 VeSy 

Qe And that in attempting to carry that theory over, 
as it were, into the ordinary commercial field one has to 
be very careful? Ae YeSe 

Q. Lest they get on the wrong track? As Yess 

Qe Do you draw any distinction there between the mutual-~ 
ity relating to life insurance and fire insurance? 

A. There is a very small distinction, based upon the 
differing lengths of time over which the contract runs, but 
not otherwise, 

Qe Are you familiar with the workings of the so-called 
mutual fire insurance peieecdee of this country? A.To some 
extent, yes. 

Qs» Are you familiar with the group commonly referred to 
as to the American reciprocals? Ae No, I did not manage 
to read that part of the proceedings of the Commission 
before coming here. 

Qe You are not familiar with their set-up or operation? 

Ae Now 

Qe Then at page 11 you draw a simple illustration, 
as I attempted to do, You say that if B goes into a retail 
store and buys five pounds of sugar, he gives up forty cents 


and the store gives up the sugar, and the whole transaction 
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is closed? Ae That is not on page ll, is it? 


Q. No, it is page 3: I am SOrry e Then you go on to 


"This is true whether the store is owned by a 
private individual, by a limited company with share 
capital, or by a limited company with open member- 
ship trading as a cooperative." 

What I want to bring to your attention there is this. 
Supposing in that transaction, when a man goes in for his 
five pounds of sugar, has the contract, which you simplify 
in your illustration, amended to this extent. The owner 

at that time owns the sugar. He is ready to sell it and he 
does sell it at an undetermined price. He passes out the 
five pounds of sugar and he collects 35 cents, and then he 
says to the purchaser, "At the end of the year, after I have 
made up my accounts and have paid my costs, I hope to be 
able to --",. No, I will put it the other way around. 

Ae Yes, I think you had better. 

Q» Supposing he charged the purchaser 45 cents, and 
told him that at the end of the year, after making up his 
accounts and paying his costs, he hoped to be able to rebate 
him five cents. Is that not a closed transaction? 

Is that not a complete transaction as far as the contract 
goes? is-it notas ¢omplete=-as thevcase ofthe Jars 
insurance contract? A. It is closed at what point? 

Q. What is the difference between that type of 
commercial sale and the insurance contract? A. I should 
say this, that in that case it is 4 closed transaction 
when the 45 cents and the sugar changed hands; and that 
what happens after that is a distribution of the profit 
earned on the trading venture, 


Q- But you are disregarding one very fundamental 
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and vital term of the original contract, namely that if the 
store owner has Something left over, after paying his costs, 
he will return something to the purchaser. A. Yes, 

Q.That is a definite term of the contract. Are you 
ignoring that? Ag Noy TD ame not 3 I am saying that what 
is returned is a proportion of the profits 

BY MR, ELLIOTT: 

Qe Here is another example. Supposing a farmer leases 
a farm on an agreement that if there is any profit he will 
pay so much of it to the proprietor. Is that payment which 
he makes to the praprietor, supposing there is a crop, part 
of the profits of the tenant? Ae It is part of the profits 
of the venture, but that is not a parallel case to the one 
suggested by Mr. Parker, because in the erop lease it is a 
payment out of the gross proceeds, whereas what Mr. Parker 
is talking about is a payment out of net, after allowing for 
expenses which would include the Salary of the manager of 
the business. 
| Q» And supposing the same situation occurred in the 
fishing industry, where a fisherman hired a man to fish for 
him at so much a day plus a certain percentage of the fish 
caught. Would the payment for the fish caught be considered 
part of his wage, or would it be considered part of the 
profits of the man who hired him? Ae So far as that 
proportion of the catch is concerned, he is Sharing in the 
profits of the venture, is he not? That is my opinion, AF 
DUD “it as- thet. 

Qe SO you would hold that the man who employed the fisher- 
man ought to be taxed on the proceeds of the whole of the 
catch, with nothing whatever charged as wages in addition 


to what he paid the fisherman? Ae He would have to make 
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up the statements and make a return to the income tax 
authorities showing the proportion which he had in the joint 
venture. My objection to wages was not the matter of 
paying wages to the man. It was the matter of taking the 
wages of the man who ran the store as being part of the cost. 
Qe Would you consider that the man who hired the fisher- 
man should deduct what he pays for the fish caught from his 
income tax statement? A. Oh, yes; and it would appear 
in the statemen of the man hired, | 
BY MR. PARKER: 
Q. Just one or two more questions, Professor McDougall. 
I realize that the brief is largely argument, hut there are 
one or two statements which, unless we understand them, may 
lead to false conclusions. On page 5 you go on to say: 
"There are substantial grounds for inviting the 
insurance policy holder to bear a pant onthe (Risk, 
there is no corresponding need in any ordinary 
commercial or manufacturing business to ask the 
customer to do so." 
I do not quite understand why there should be any difference, 
Would you mind telling me what you mean there? Ae Yes, 
Take the example of a man who buys a whole life policy at the 
age of twenty-one: The insurance company, with large 
resources is, for a fixed premium, binding itself to insure 
him against the whole term of his life, and on the actuarial 
table that runs to age ninety-six. Therefore at the point 
of insurance, for a fixed monthly payment the insurance 
company is accepting hazards which are very, very great 
indeed, and totally inoalcuable even im relation to a whole 
body of lives, and not to one life only. 
Qs But wherein does the policyholder assume part of the 


risk? A. Well, you have them partici pating, and you also 
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set the premium far higher than any ordinary expectation of 

risk would lead you to do. 

Qe You are talking about participating policies? 

fe LSSs 
Qe If that be so -=- I am not quarrelling with it --why 

is there not a corresponding need in a commercial transaction 

to ask the customer to take part of the risk? Ae Because 
it can be limited in time, 
Qe What can be ; the risk? A. The transaction. 

In the case of the sugar, you buy sugar and you sell it, and 

it is all done in a month. 

Qe Not if the monetary return is postponed for a year or 

two years? A. That is a matter of SptLone Lt. not a 

necessity. 

Qe All right. Then you go on to say: 
"It may be desirable that he should do so," 

That is, that the customer should assume part of the risk. 
"To take the specific example of grain-growing, it is 
most desirable that farmers should know as much as 
possible of the problems and of the costs of marketing 
the grain they grow. But this ranks as a piece of 
desirable adult education; it is not a necessity of the 


trade," 


‘Do you say that farmers banded together in a eooperative 


soeliety, with the desire to market their grain, do not require 
knowledge of marketing and all that goes with it? Do you 
not think it is rasher weak to attempt to make that "desirable 
as a matter of adult education"? Is that not vital to the 
business? A, I think it highly important in a trade in which 
there is fluctuation from year to year in total crop and in 
the price at which that crop is sold, they should be as fully 


aware of the forces which are beyond their control and which 
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play upon them, as possible. I think that is most desirablee 
Qe But look at the conclusion of your sentence: 
"But this ranks as a piece of desirable adult 
education; it is not a necessity of the trade." 
My question is, why is it not a necessity of the trade, if the 
farmers are carrying on the marketing business in their own 
behalf? A. Because the trade has taken place in the past 
without their owning part of the marketing machinery. 

Qe Whoever carried it on had to have a knowledge of it? 
A. Oh, yes; but it is not necessary that the farmers should 
know beyond the elevator, is it? 

Qe It is not necessary that the farmer should carry 
on the business of marketing grain; but if he choses to do 
it, then it follows that his knowledge of what he is doing 
LS very. important “and ins fact vital, doss, it not? 

A. It is vital that those whom he appoints as managers 
should have that knowledge. Lt is not. vital that: ake 
individual farmers, shareholders in an elevator system 
or a pool, should have an equal amount of knowledge; and 
in fact I think you will admit that they do not. 

Qe In the same sense that in an ordinary joint stock 
company carrying on the same business, the shareholders might 
not know the first thing about it. You mean it in the same 
sense? Ae YeS.e 

BY MR. ELLIOTT: 

Q. May I get this cleared up. What again, precisely, 
are the substantial grounds for inviting the insurance policy- 
holder to bear a part of the risk? A. The duration of 
the risk and the unpredictability of that risk or of all 
the risks involved over the length of time which they will 
rune 


Q.- You think those uncertainties show up financially 
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in the case of a life insurance company? Ae They show 
up partly in the variations in the death rate -- 

Q- But financially. I presume all risk, in a technical 
sense, has a financial aspect? A. Yes. It would show 
up in the extent to which your total earnings actually meet 
your legal reserves, or fall short cf or exceed them. 

Qe The fluctuations in net profits from year to year? 
Hs YOSs 

Qe On that basis are you suggesting that life insurance 
companies are more risky ventures than dealing in western 
live stock or grain? A, No, I am not; because in fact 
t he expectation of life has been improving over the last 
forty years, : 

Qe I am speaking of the financial aspect. Ae Well, 
your year to year variability. has obviously been far 
higher in relation to wheat and live stock, and therefore 
from that standpoint it has been a very much riskier business. 

Qe And you think there are no grounds for inviting 
ene Tarmer to bear somé of that risk? A. Well, I looked 
at the experience of the contract pools, in which they 
actually did, and I took the testimony of those who parti- 
cipated in that and who seemed to believe that it was an 
impossibility to maintain, 

Q. Perhaps after all it was not entirely the farmers 
who were at fault? Ae It might be. 

BY MR. PARKER: 

Qe dust one other question, At page 7, where you are 
dealing with this much-discussed Styles case, you refer to 
40 at pages 6, 7 and &, At page 7 you speak of it in these 
words: 

"Thirdly,-the decision in the Styles case, which 


marks the high water mark in the extension of this 
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principle, is a blurred deeision," 

What do you mean by that? Ae IhEt. 2% started off 
On one ground and, as far as I am able to determine from 
reading it, it ended up with another, 

Q. That is what you mean by a blurred decision? 

Ae YOSs 

Q. In other words that it is not a logical decision? 
A. I say so, with deference; but I am not able to understand 
it. 

Q. There is nothing presumptuous about that; 1 think 
we have often had the temerity to tell their lordships 
that they were wrong, but they do not always agree with us. 
What I am getting at is this. As I “understand it, you 
quote certain comments, certain beliefs held by the com- 
missioners of the board of inland revenue? Ae oe 

Qe In which in effect youagree with what that board 
said, rather than the House of Lords; that is, you are 
basing your argument on the views expressed by the com- 
missioners, rather than on the decision itself? 

Ay YOS~ 

Q» ‘nd starting from there you build up your argument 
by thus overruling, as it were, the Styles case. Is that 
a tair way to put it? A. I say that the board which 
is charged with administration was itself unable ~*o under- 
stand it, and I stand with them. 

Qe Let us put it in this way, then. You do not go 
so far as to say that the Styles case is wrongly desided, 
You say that so far as you are eoncerned you do not know 
what it decides. Which as 252 Ae Wrongly in what 
sense? It is law, and that is the end of it. 

Q. In the sense in whieh you use it in this argument? 


A. Yes, I say it is wrong in its argument. 
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Qe And if you accepted the Styles case as being rightly 
decided, your argument and your conclusions would be differ- 
ent? A. Yes, 
wR “PARKERS “Alien? that ts etl ol have to ask you. 
BY MR. ELLIOT?: 
Q. I should like to get your views, Professor McDougall, 
On one or two points which have come up before the commission 
from time to time. On page 41 you touch on what seems to 
be a very fundamental point. You are there arguing that 
one of the considerations in judging the reasonableness of 
a tax is the way in which it will affect the use made of a 
country's ees and you take the POSition. as I under 
stand it, that if the tax will lead to a use of the resources 
which is not the optimum use, then so far it is a poor tax? 
As Yes. 
Qe As compared with one which will have that effect? 
Mas¥ess 
Qe You mention Professor Pigou a few times. Do you 
recall that in his Economies of Welfare he argues to the 
effect that even under perfect competition there will not 
necessarily result the optimum use of a country's resources, 
Since he argues some industries confer benefits Orne 
community for which they receive no pay, whereas other 
industries or other types of activity impose upon the com- 
munity detriments for which they are not compelled to Paye 
Do you follow me so far? Ase YOSe 
Qe And that accordingly it would be reasonable to 
assist the industries which confer net unpaid-for benefits, 
and to deter in some fashion from expanding, as much as 
they otherwise would, those industries which impose unpaid- 


for detriments. What do you think of that position? 
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A. Provided the distribution of the bonuses and 
penalties is in the hands of people who are all-wise and 
all- virtuous, I would agree totally; but in the world in 
Which we live I think it is totally non=applicable. They 


ought to have total foresight as well, I should have added. 
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Q. You consider that those conditions which 
Professor Pigou mentions may never exist? ie Yes, as 
an abstract possibility I admit that, yes. 

Q. Do you admit that some industries do confer net 
unpaid for benefits for some activities of society? I have 
in mind education, for instance? AS) VOuUrare entering inte 
the doctrine of consumer surplus. 

Q. No, I am not thinking of consumer surplus; I am 
thinking only of what I say. A. We are paid in our trade 
what we are currently worth, or what we think ourselves 
worth. If you go beyond that and say that we do something 


more <- 


Q. Ido not know how it works out at Queen's, but in 
Alberta the government intervenes in connection with this 
sort of thing, in connection with assisting university 
authorities in making payments. In Alberta the university 
gets a subsidy from the government. I suspect that you do 
the same at Queen's? A Yes, 

Q. Do you think that that is altogether unreasonable 
om undesirable ? A, No, I take it that the province thinks 
it gets its money's worth when it pays. 

Q, And also thinks that in the absence of subsidy we 
would not get what we were worth? AL Yes a ai eee 
ability it would result ina different kind of university. 

Q. Even under a perfectly competitive situation? 

A, Yes, that is quite true. 

Q. Do you think that the policy of subsidizing us is 
entirely unreasonable? Ay. | NGs 

Q@. Well why not, in view of the stand which you have 
just taken? A. Because this is the operation of a 


charitable trust. I speak of my own university, 
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Q. Yes. A, It is not a commercial and trading 
organization, 

Qe--l see, “Let us put it this way: while there is 
enough honesty and foresight in the world that it may be 
safe to allow governments to subsidize charities and trusts, 
there is not enough honesty and foresight in the world to 
allow governments to go outside of that? A, Certainly not 
to go high, wide and handsome, 

Q. In the latter case I agree with you. 

BY THE CHAIRMAN: 

Q. Is that not the paradox between merit and reward 
which has existed from time immemorial? A, Vaess Te snoulG 
poms so,. ain; 

BY MR, ELLIOTT: 

Q. Your position, then, is that there may be injustices 
which ane advantages for which they do not get paid? 
Aig 4 168, 

Q. And industries which confer, or activities which 
confer net detriments? A, xed, 

Q. And that ideally the first class of industries do 
not expand quite enough under conditions of perfect competi- 
tion? ime NOS, 


Q. Enough, that is to say, to make use of the reserve 


in the optimum, while the latter perhaps expand too much 
under perfect competition. But you think the situation would 


be much worse if you tried to do anything about it? A, Yes, 
Q. Well, I think I have your idea now, 


BY MR. VAUGHAN: 
Q@. What industries are valid? A. Well, the boot- 
legging industry is perfectly valid, but I would not like to 
argue that it is a public benefit. 


Q. It is not a legitimate business? A, There are 
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Professor McDougall 
businesses which are legitimate and which still have certain 
undesirable consequences, I should think. For instance, it 
was perfectly legitimate until about thirty-five years ago 
to make certain kinds of matches, which were very hard on 
the health of those who made them, You find that you finally 
get away from that, 

BY MR. ELLIOTT: 

Q. There is another point which, it seems to me, is 
nt quite clear in your paper. Is it not true that what you 
might call the canon of justice or equality or equity in tax- 
ation is usually interpreted to Opn the ability to pay, 
or rather that the ability to pay is one of the possible 
tests of justice in taxation; is that not the usual position 
taken? A. It all depends upon which writer you strike to 
find how many canons there are, But, let us take the case of 
British India, where for a long time there has been a tax on 
salt. Obviously this is a tax upon a vital necessity of a 
people whose incomes are very low. But, if that is the only 
way in which you can raise revenue to maintain the central 
government -- 

Q., J am not arguing that, in taxation, justice is in 
any sense superior to adequacy, but rather I am asking you 
this: Te not. the ability usually considered tO be one oF 
the possible tests of justice in taxation? A, Yes, 

Q. And when you are speaking of justice or equity in 


taxation, do you consider that we should be concerned primar- 


ily with those who initially pay the tax, or with those who 
ultimately bear the burden of the tax? A, So far as pos- 
Sible, those whoa ultimately benefit. 

Q. What considerations do you: think it reasonable to 


take into account in determining a person's ability to pay 
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taxes? You said they must be Objective. What are the more 
important ones you think it nésaoHepis to take into considera- 
tion? A. Well, we now have a tax System woke so far as 
income tax is concerned, relies almost entirely upon the amount 
of money. 

Q. Are there any others which you consider reasonable? 
A, There are some which are reasonable, but which are admin- 
istratively difficult. 

Q. The number of children, for example? Ag Yes, Vand 
whether a house is owned or whether it is not; and how much 
income is produced, let us say, by a man with an acre of 
garden. The British do attempt to reach that, but we do not, 
There are things of that kind which I think are administrat- 
ively difficult. But, in logic, you ought to bring them in, 
Dee OU Gen 

am nd Rendon income tax takes away more from a 
larger proportion of the higher incomes; has that anything 
to ‘do,) in your opinion, with equity or justice in taxation, 
Orrapility te pay? HL. UL will go part: way) (although fi donc 


think -- 
Qe, t am not asking wou to; A, I am deeply doubtful 


about the whole principle, and especially as to its practical 
results, | 
Q. Do you think it is based upon an attempt, shall we 
say, by the authorities to approximate ability to pay? 
A, No, I think it i8 very much more upon the ease of collection. 
than it is upon ability to pay. 
Q. Having in mind what you have said about considering, 
80 far as possible, those who ultimately bear the burden of 
a tax, on what basis would you consider that the fairness or 


equity of a tax on corporations should be; on what ground 
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Should the fairness or equity of a tax on corporations be 
considered? A. I do not think that there is much sense in 
taking that approach at all. You taxa corporation, not be- 
cause it is just, fair or wise, but because it is there, 

Q. You think that the tax, so far as the corporation 
is concerned, is imposed primarily to secure revenue? A, Yes. 

BY THR CHAIRMAN: 

Q. That is, if a company makes a loss for three years, 
and then makes a profit, that is no reason to exempt them in 
the fourth year; is that what you say? They have to pay on 
the year in‘which they make a profit? Ay Yes, that is 
current practice, 

BY MR LOTT 

Q. ‘Such a tax does, however, affect individuals, 

There 18 a real burden of such tax borne by somebody? A. Yes, 

Q. hed thet real burden, presumably, ought to be taken 
into consideration in judging proposals for change? A. Yes, 
although you will understand that I am arguing that at the 
present time, with the present weight of corporation taxation, 
part of that real burden is expressed in the price to the 
consumer, I do not think it all falls upon the shareholder, 

Q. Lam coming to that, At page 30 of your. briersyou 
say: 

"On any long-run analysis a return to capital is a 
necessary cost of production." 

And then you go on to suggest that in the long run that heavy 
tax would have to be shifted somehow? A, Yes, 

Q. What exact process do you envisage in shifting that 
tax? A. It is nearly impossible to follow it out with 
certainty, put I would say, first, that in so far as ae 


efficiency of the business increases it would probably result 
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in a stable price level, and then enlarge by a little bit, 
or enlarge in roughly equal proportions to meet the share of 
the government and of the shareholder, They split it 50/50 
now, You may have a case where there is a contraction in the 
total market, and therefore some people are forced out of 
trade altogether, 

Q. What sort of people are most likely to be forced out? 
A They less efficient. | 

Q, Those who are making no profit? A. Those who are 
making no profit and whose cash has run out; it takes two 
things, 

Q. Those who are making no profit, however, are not 
Subject to the income and excess profit taxes? A, Correct; 
but it means that as soon as they do make anything the govern- 
ment steps in ror 10s share, 

We “Yes, A, Therefore their chance of survival is 
definitely not improved, 

Q. How do you expect them to be got out in that way? 

A, How will they finally disappear, do you mean? 

Q@. Yes, those weaker competitors? A. Even a weak 
business very often will die very hard. First of all there 
will be a tendency to skimp on depreciation reserves, and 
then finally the plant is slightly obsolete, and then their 
cash runs down, due to some cash loss, and then the whole 
thing flows over. But it may take a very long time to do 
that. 

Q. The application of the income and excess profits 
taxes is now very broad, Do you consider that that may have 
some repercussions on rates of interest and profits which may 
become more and more usual? A. I made studies of the rate 


of earning power upon capital from the year 1920 until 1938, 
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and with a rising rate of corporate income tax I was not able 
to demonstrate any real change in the rate of earning power, 
upon shareholders! interest. Therefore I think that most of 
it was transferred to the people who bought the goods, and 
did not rest upon the corporation at all, I think the effect 
of income tax would be most Sharply felt in a period of fluc- 
tuation, It would make a business firm more sluggish so that 
recovery from depression would be slower and weaker, 

Q. The existence of price ceilings would probably impede 
that process, would it not? I mean that so long as price 
ceilings exist, a rise in income tax rates cannot increase 
the price of produce? Ae Thav 1s o0rrect, 

Q. With a price ceiling how do you expect the process 
you have mentioned to work? How do you expect to get the tax 
Shifted if there are price ceilings? A, I cannot answer the 
question because we have not had a Stable situation, We are 
Still in a subdued and partially controlled state of inflation, 
So that I would have to guess -- and I do not feel very happy 


about guessing, 
Q. Well, do not guess. Put it this Ways) JT epee son 


corporations, however, persists for a long time, you feel 


confident that that would be passed on in some fashion, in 
fairly large measure? Ae @ whe o's 

Q. Passed on to the consumer, or somebody else? 
&. vos, 

Q. Then, you will pardon this question, because I ask 
it in view of the fact that a statement has been before us. 
However, it would appear superficial that the position you 
are now taking is inconsistent with the position you took 
in connection with the double taxation of corporations, That 
is to say, if the corporations pass the tax on, then their 


Shareholders do not bear a double burden; will you explain 
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that? A.- Yes, Given the fact of the 12%; the corporation 
in effect budgets for annual income Whitetr wlll ailow it to 
pay this tax and still be left with a return on its capital. 
And it is permitted to do so Since, all of its competitors 
being in the same position, they are all doing roughly the 
same thing. 

| Q. All those who are making profits? A, Yes. 

Q. All competitors who are making profits? A. Yes; 
you do not need to worry about the ones who do not make 
profits, The ones who do not make profits are not a price- 
making fron They follow the procession; they are not strong 
enough to fight. 

Q. Then, would you take some industry in the thirties, 
and tell me what proportion of output came from -- A. ihe 
figures are not available. JI have an article in the Canadian 
Journal of Economics for November, 1942, in which I show that 
in every year there are some companies which make losses, 

But your mod&1 position is well above that, 

Qe Wedd then, if normally, and in thee long rin, 
company can include those taxes -- those average taxes -- 
in its price, why do you say that the shareholder of the 
corporation is bearing a double burden, if a corporate tax 
is passed on to the consumer? Why is it also reflected back 
to the shareholder? A. I will say this, that in the periods 
in which there is a rapid change in business conditions it 
means that small earnings are much more Sharply reduced be- 
cause of the existence of that tax, because the corporation 
tax -- that is, the income tax alone, and not the excess 
profits tax -- runs upon income as such, regardless of the 
amount, or regardless of the amount of capital, 


Q.. £& is a fixed proportion? A ota KOS, 73.) 2 8-e Eien 
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proportion. Therefore if you have only very small earnings 
an income tax is still there upon that, And therefore it 
is an added source of difficulty. 

Q. But if your price level is such that you have arranged-- 
A. But the price level is so arranged only under normal con- 
ditions, 

Q. And they never exist? Ay They tedw,. cpu ow Timed 
it over an average of many years, not in one year, 

QQ. -'Bat Setim, ct as only over ian average of many years 
that these forces you have discussed work? A, But the 
incidence of a change in the tax is going to be determined by 
the general state of business. That is a definite and perfect- 
ly simple matter -- to pass on the tax, 

Q. And in the meantime the shareholders of the company, 
and the companies being gradually pushed out, are being 
Toaured? Bia N6RS 

®.. By bearing a double, burden? A, Yes, 

Q. That is to say, that injustice primarily comes about 
during a temporary situation when the normal forces have not 
had time to work themselves out? A, What you are saying is 
that those who survive are always able to survive. But I do 
not think you are demonstrating a condition of justice during 
a period when some are being pushed away. 

Q. I say that during that period you would argue that 
the shareholder of the company, as compared with other income 
receivers, is being discriminated against? Bete Yas.) 

Q, Would you go on and say that if the same rates had 
been in operation for fifty years -- and I will place it at 
fifty years in order to give you a long time -- that there 
would still be the same injustice to the shareholders of a 


corporation, as compared with other income receivers? A. Yes, 
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I would be inclined to say that. 

Qe On what ground? A. On the ground that in periods 
of depression they are unduly harmed, 

Q. And in periods of prosperity, what? A, They may 
draw profits, But I question whether one bunch of profit 
would offset the hurt taken in a depression, 

3 Q. Then, one other point, fer the completeness of the 
records would you mind stating briefly the recommendations 
o* the minority report signed by Professor Pigou? A. I can 
tell you the page number very easily. It was a special reser- 
vation on the matter of cooperatives and appeared on one page 
only. 

Q. I am concerned for those who will read the evidence, 
so that they may not have any misconception on the matter, 

Was it in favour of taxing the whole income of cooperatives, 
do you rece Pie RTH sel ella OG, 

Q. Or any of the income, or none of the income? A, The 
recommendation of the commission as a whole was that a 

Q. Iam asking you now about the reservation that 
Professor Pigou and those who signed with him made, A. My 
memory is that I referred to the relevant section, 

BY THE CHAIRMAN: 

Q. You are entitled to ask for the report, if you desire 
to have it when you answer. Ae LDL Can nave Ge 2 shoud 
iene “CO Look at “1u.. 

Q. This is not necessarily a feat of memory, 

BY MR, ELLIOTT: 

Q. I have not got it here. A. I have it in Kingston, 
but that will not help me very much now, 

Q. The point is that you did not state the recommendations 


of those who signed that reservation, but only part of their 
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argument, A, Correct, It was only an extract I quoted, 
not the whole of it. 

Q. You do not recall what their recommendations were? 
What were they, in regard to taxation? Ae pam sorEry,. a 
do not recall. It is nearly three months since I read it, 
Due Tt shadd look into it again, if you, wish, 

Q. My memory is that they recommended that cooperatives 
be tax exempt, However, we can check that up later, Then, 
with regard to the quotation at page 15 of your brief, I am 
wondering if our interpretation of that quotation is just the 
same as yours would be. The underlined part reads as follows: 
"No doubt for the purpose of a corporate tax this contention 
would be valid." To which contention do you refer? A, The 
contention that only the net receipts after patronage divi- 
dend -- 

Q@. He is saying that only the net receipts after patron- 
age dividends would be taxable for purposes of a tax on 
corporations? Ay Leo% 

Q. Now, you say, following that quotation: 

"In other words there is the clearest possible recog- 
nition that if Great Britain had a corporation income tax 
such as Canada has had since 1917 then the whole earnings 
of the cooperatives would be taxable thereunder, " 

A. Upon that point I was leaning more heavily upon the 
preceding quotation, and upon the fact that I cannot accept 
Pigou's argument that this is a mere rebate. I say it is 
a trading profit, I can see it as nothing else, 

Q. So you are not endorsing Pigou's opinion in the 
part underlined? A, No, I am not endorsing the preceding 
sentence. 


Q. One cannot interpret that sentence without taking in 
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the preceding one? Ae oL Chink We can; i this senso, “that 
he says that so muah of income as 18 corporation income should 
be taxed under a corporation tax. So that the difference be- 
tween Pigou and me is not in principle, but rather in the 

] definition of the income. It is the amount, and not the 


; nature. 


Q. I believe he agrees with you, or you agree with 
him, that the source of the income is important in determin- 


ene Wie ther Oring. Le Ns pYroritey oA. vYasy 


Q. But the disposition of profits makes little or no 
difference? Ay Correct, 

Q. iam not so sure that you are in agreement with him 
as to whether any of the cooperative net revenue is profit? 
A, Iam very clearly differing -from him. 

ee wou Gitfor rrom him? A, Yes, 

Q. In your appendices I refer you to the statement of 
farm income, A, Do you mean table No.2? 

Q. I mean table No.3; I should imagine that there is 
a misprint on that page. A. Yes, the expression should be 
"imputed rent" and not “imputed print", I ama very bad proof 
moadsr\ 

BY MR, VAUGHAN: 

Q. You say at page 19: 

"But the fact is that the winning of a profit is the 
price of survival, Without profit the cooperative cannot 
balance its accounts," 

Cooperatives, as you know, claim not to make profits, and yet 
they do survive and flourish. How can that be explained? 
A. On the ground that they do make profits. If they are 


trading for their own account they cannot help making profits. 
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Q. That is, you say that they do make profits, and 
that therefore they are able to survive? A, . Yes, the fact 
Of Survival 15 the proof of: profit, 

Q. I should think that is a point of disagreement, too, 
Then, another point is this: you deal with the question of 
rebates, and you say that to be a real rebate the percentage 
of rebate has to be determined in advance; is my understanding 
correct? A. Discount on purchases, ves. 

Q, Does that apply generally in business? Are there 
discounts given which are not given in a stated percentage? 
hy L600 not knov of any. However, sin, 1 defer, to you, be- 
cause you have more commercial experience than I have had. 

Q. Have you ever heard of a discount being given on 
the volume of business, the discount depending upon the 
volume of business purchased? Vos, but 6 is, Seaceq in 
advance that, “if you buy one article, you get no discount; 
if you buy a dozen you get a certain discount, and if you 
buy a carload you get more." It is not a matter of taking 
an account at the end of the year, but rather of deciding, 
"T can pay that discount," 

Q, Probably not; it is fixed in a degree, although it 
varies according to results, and in respect of the amount 
of business? A, What I have in mind is this: let us say 
that I am manufacturing women's ready-to-wear clothing. 

You, as the salesman, bring around the goods, I will offer 
you terms, and if the articles sell well we are both satis- 
fied, You receive a discount, But it is in the horse- 
trading about price that is done pefore any goods are sold, 
or any contract is made, that the difficulty arises. He 


may say, "Well, we will do this for you if we can bring up 
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a certain volume,” 

Q@. You are decided in that distinction between refunds 
in corporations and in cooperatives, One is fixed and the 
other is not? Le es a 

Q. You make that distinction? A, Yes; but I-defer 
to your experience. 

Q. I think what you say is generally correct. I am 
referring to corporations, the amounts are fixed in advance, 

BY MR, ARNASON: 

Q. In your brief you deal with the taxation problem as 
it affects cooperative movements as a whole, I think? <A. Yes. 

Q. Although you refer rather specifically to the 
marketing cooperatives? A eS 

Q. In connection with your general argument respecting 
mutuality, do you think that, for example, in the case of 
credit unions, which is a closed group so far as their trans- 
actions are concerned, with the probable exception of some 
investment income -- do you think in the case of credit unions, 
where the members pool their funds, and out of the funds so 
accumulated loans are made to the members only, and an 
interest rate is charged on such loans -- and after expenses 
at the end of the year have been calculated disbursements 
are made to the members in two or three ways; possibly they 
are made as a refund of the interest paid by the borrower 
on the loan,or in the form of dividends on shares, and 
possibly interest on deposits -- do you think that in a case 
like that there is any profit that results to the credit 
union itself, apart from its members? I ask that question 
because it does not do any business with non-members? 

A, If it is a legal entity and if it is in jurisdiction 


in which there is corporation income tax, I think you are 
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compelled to say that it has income and it ought, upon that 
income, to be taxed, 

Q. That is your general argument? Landes 

Q. Following that further: I was interested in one 
of the questions Mr, Parker asked you. He inquired whether 
you are aware of the existence of a fairly large cooperative 
group which did not have a corporate status, but which never- 
theless carried on business for its members in exactly the 
same way 428 an incorporated cooperative organization carries 
on business, That is, it buys from its members, and perhaps 
on behalf of its members, or may market on behalf of its 
members. Do you thst a group of that kind, without a corporate 
status, has any profits, apart from the members who comprise 
it? , As Yes, it is a trading venture, and the fact of in- 
corporation is not so important as the fact of its being a 
trading venture, 

Q. You think, then, that the existence of the corporate 
status is not crucial? A, » there are wo phineds Veirsecor 
all, there is the economic entity and, secondly, there is 
the legal incorporation -- either,or both together, 

Q. What do you say about a partnership? Do you say 
that a partnership has profits apart from the members who 
constitute it? A. I think that is what is happening 
presently under excess profits taxes, because they are 
brought specifically under the same kind of language, Other- 
wise you would have had people drifting out of corporate firms 
into -:partnership firms, if there had been any gain as a result 
of ad, If you have a corporate income tax you are compelled 
to 3 it. If you are going to throw it out, you had 


better throw it out bodily, and not bit by bit, 
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Q. “You argue that it is the existence of the group 
incorporated or otherwise, which makes the OPortun MA, “Yer, 
if there is a trading entity, then that trading entity has 

2. DProrit, 

Q. Do we understand you to say that mutual insurance 
companies do not have a profit? Iomay have misunderstood 
SOM, Guth ~s9nyAgy Tf bed gee trading entity, and 1f 2% Ys 
bearing a risk, then it has income, 

Q. Now, I would ask you.a further question in cone 
nection with page 30 of yourbrieiiw Youvsay miehtlawians 

top of the page: 

"No matter what attempts are made to maintain their 
present tax-free position, it will, in the end, be destroyed 
by the growth of cooperatives to take advantage of it," 

I take you to mean there that they will take advantage of 
the tax-free position? Aen eos, 

Q. Now, in your study of the cooperative development 
either in Canada or in Great Britain, have you come across 
any examples where it is possible to state categorically 
that cooperatives were organized Simply to take advantage of 
a tax exempt position? A. To say that they were organized 
for that purpose I would require knowledge of motive which 
no one other than the organizer himself could know, So that 
I cannot answer that question, 

Q. The reason I ask you lies in your statement that 
the present tax structure will in the end be destroyed by 
the growth of cooperatives to take advantage of it, A, I am 

not arguing that as the sole reason why they grow. I am 
merely saying that the general conditions under which they 
exist will be so phenomenally favourable that they will grow 


to a size, at which point you will be compelled to tax them, 
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BY THE CHAIRMAN: 

Q. That is, they come into existence in a field 
where that condition exists? fy. Yosra The .prowt hati 
be so lush that they will push so many taxpayers out of 
existence you will have to turn around and cover that portion 
of the total trade of the country. It may be done by a sales 
tax or in some other way, but in some way you will tax them, 

Q. Whether they consider it or not, the advantage is 
there? A, Yes; I am not saying that they do it for that 
Sole purpose; I merely say that, conditions being favourable, 
they grow. 

BY MR, ARNASON: 

Q. That throws a different light upon the situation, 
It has been argued before the Commission on Co-operatives 
that cooperatives may be organized and will be organized 
solely for the purpose of taking advantage of tax exemption. 
I take it that you do not hold to that view, but that the 
tax exemption may be one fact. A. I cannot know motives, 
But I say that here is a situation in which cooperatives 
Ought to grow so rapidly that they will be compelled to 
come under a heavier taxation than they now bear. I can 
See many other disadvantages, -- but that is not the question, 

Q. Kor the purpose rof-clarification,.£ should ike to 
ask you a question respecting your brief at page 42, In the 
last paragraph on that page you say, in part: 

"The producer cooperatives should not be encouraged by 
a recast section 4(p) to confine their dealings to their own 
membership only, nor to attempt to serve only the smaller and 
less prosperous farm operators," 
Just what do you mean by that? Do you Suggest that if co- 


operatives want to serve the less prosperous groups which 
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they have been trying to do, that they should not be 
encouraged to do so? ie ONO, no, What I am saying is 
this, that in the earlier hearings there were various 
witnesses who wanted to revise and narrow section 4(p). What 
I say is that if you are going to have a producer cooperative 
at all, then you ought to Gncourage it to go out and get as 
much business as it can get, where it can get it. You should 
not try to have a tax-free cooperative which would deal only 
with its own members, nor one which would try to deal only 
with the smaller and less prosperous farmers. If they are 
going to be there at all, then let them go out and take all 
they can get, If they are under an equality of taxation, I 
want to see them get all the business that their erriciency 
will make possible. But of course it is fundamental that 
they be under an equality of taxation, because as an ordinary 
trading source they should not be given a bonus. 

BY MR, NADEAU: 

Q. There is one point which is not clear in my mind. 

Do you draw a clear line of demarcation between cooperatives 
and insurance mutual companies, as regards the principle of 
mutuality? A. No, what I was saying was that 1 didunes 
like to draw or take conclusions out of a field of insurance 
into the general field of trade, without modifications, 

Q. What would those modifications be? A. The modifi- 
cation of time over which a contract might run, and the 
uncertainty of the risks. 

Q. Then, in respect of the question of patronage 
dividends, do you see any difference between the refund made 
by mutual insurance companies to their members, and the refund 
made by a cooperative to its members? A. It would depend 


upon the terms upon which that insurance contract was written. 
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* 


That is, in the case of the ordinary producer cooperative 
which buys -- and even makes a payment at the end of the 
fiscal year -- that is, to my mind, a clear distribution of 
trading profits, If an insurance company writes insurance 


at a fixed premium, I think it also makes a trading profit. 
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Q- So both would be taxable. Ay “YSs 9 
BY MR. VAUGHAN 

@» Ir @ fire insurance company dealt only with its 
members, if it did not go beyond that, would that come 
under mutuality? A.) LE there. is a trading entity 
and if there is a corporate income tax, I am afraid --- 

Q.» Would you call the assumption of insurance 
trading: Supposing a group of people got together and 
insured each other, would you call that trading? AVL 
there a common fund that they paid into or do they merely 
give an obligation to meet their proportion of the total 
risk? 

Q. They would be charging a premium, everybody would 
pay a. premium sufficient to cover the risks. Then if 
there is more collected than is needed, the difference 
would be returned to the people who are common insurers. 
That is, they insure each other and do not go beyond 
themselves. A. The heart of that contract is unlimited 
Tay Ss 1b Ob? 

Q. Well, usually there is a liability in mutual fire 
insurance. A. So, of courses, you are getting into some- 
thing that is different, where there is an open account 
under which the members guarantee to meet the losses. 

Q. And insure each other, A. “That is a different 
proposition. 

Q. I think that is Mr. Nadeauts question. You drew 
a distinction between the mutual fire insurance companies 
that operate on that plan, insuring its members only -- 
they join together and insure each other and do it ona 
cost basis and return any excess that may have been 
collected over the cost -- you make a distinction between 


that and the so-called trading cooperatives. As Yous 


i Van eka ichiobs ont) ie 
i) Vai. a pater. a, ag 4 an oh pee’ meet 
i irs ee ps Boe eis ee 


she Bee 


mors | Kaos 


ren | a me 


ddan ey fae ant oe a a : : a a 
ro. a aie) fon oa, : 
" 4 set ee sens ld oe ip a y ¢ 8 a 
Hasens an a Oe, iaeeratis ear “Ox 
; i ‘at Coy a) - 
7 5 a0 ; oo Toes ae 7 se s a ) 


f ° ui p ¥ 
} geen te anata 
: Ms B ent om Ca ee ue 
Ms Benge i a ie : 
7 4 : { wpe wer 
" 4 4 , 4 i \* net ak 
é - Ws eo hRes 
ee ie . whe 
sae all ee f 
7 4 . Fry Oty eat Bate j 
rhe: } i q ey eos it t: . i t ‘ i ; . 
ae Leen) wtagl F tee vane . : ; ‘ 
SO aE Oa ; : ees WW Nee, 
ria Ty ‘ vy ie A 
Ri ei : 4 : - aoa 5 he y 1 plier ree a ne te 
ween * a oe ae bee \ J 7 aVark/ by, . " 7 soe i - : 
! 2. Bite ee ba ty: Mercere te is - 
aoe a ae ee te a ee) ~ ; ; 1, oR We =o re 
7 j : i fs Ca eae - ; : ree a a 
1 ee ae ties & oo betke Ne tema ee Melee le 
} ; ru ae ee a “ , DAP riae Comi Gis 
Mp 7 sbeeaie tn) i an i) ae i 4 e ate ny ores ae 
: rae ee Opa + 
t , ‘ a4 , 4 
i fi ‘ att iy tas ess Ir. o ao ean , ates 
‘ : Ue eae 7 x a a 7 
ay, Le RA) |) eg «Si eo Le ce Af wy WAS fi : snue” vi 
r oe vid ane i" : , x pa 
_? ‘ * a ? CTP. nd Sat pa 
ne oy 
' wy By Bn 
i ; ba c 
uy a rey tiae ewe eee en! 
ON r; hae : 
Lh) nie 
eM ; hy 
i , 
. Wi = ide 5 £2 off 
De Phd 
: a 


Mee ; bata etn ae S 


fi pe ieae 
, fate t 
i Pere ; cate 
s + Pent ; ” ; 
Me, fh ; q 
; o 
* 
We 
+ Bi paeeys 
ny ga : art 7 
: . ; iS | 
al . 
, a v5 
a a con st 
hy ts ey 
7 mk 
~ § a . | 
ora ee ly ies b 
+ 
A » wee 
i F : . ‘ 
: Pay ut in a 
em ex‘W) sa Pe aa e A 
‘wae, oy una Pe se f" 
: ‘ b 
S ra mates 
a a be , (Fs 
WAL ous de y - . : 
Kael ee? Yj 7 2 Det 


BF-2 


-7558- Professor McDougall 


Q. On what basis? On the basis that they are en- 


tirely mutual? A. On the basis of the unlimited 
liability. 
Q- Unlimited in which way? A. In the sense that 


there is a premium note or something of that kind under 
which they say at the end of the year that all losses 
will be distributed among themselves in the same propor- 
tion. 

Q. Thal 18 what you Gall unlimited. Th.some cases 
there is a limitation in the mutual fire insurance com- 
pany; in writing the contract they agree to assume liabil- 
ity up to a certain point, usually so many times the 
premium. As ess 

Os pRIUety VSUNO b Unlimited; 30 rei weds tart 
mink our -dirticulty is to find 4 form of wording that 
will cover the amount that is not paid in to which the 
member is liable. 

Q. You see, I was just trying to find out on what 
basis you make that distinction. A. In one case, wnere 
you have a closed transaction, this economic entity is 
trading on its own responsibility and what it has as a 
profit at the end of the year is a profit to it, whereas 
in the case of a mutual insurance company, would not it 
be possible that they would merely deposit an obligation 
to pay each one his proportion of the total losses 
incurred up to a certain maximum. 

Q. But they operate in different ways. Some 
operate on what they call premium notes and others oper- 
ate by other means. Some of them have a limited liabil- 
oy. chat tec. liebil ity up BOS certain point. ya I 
think a distinction has to be made that where there is a 


group, a small group, that there is a mutuality, that 
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they deal with each other and not with a company and, 
secondly, that they are in a sense partners. They are 
responsible for the losses above the initial payment. 

Q. Suppose they have what is called an attorney-in- 
fact and deal in such a way that the risks are distribu- 
ted among the different members. fThat would not be a 
COrporatvions al Sljy it 2sisjustalikecan ordinary,ysingle 
person looking after the business and arranging the 
insurance. A. He is resiliv 3 sort: of stockholder, 

Q@. He 18 not a.stockholider himself. A. He is 
holding for the others, 

Q. He is holding for the others, and he sees that 
the insurance is distributed on a certain plan and that 
the premiums are collected according to the terms of the 
contract. That is the way the American reciprocals oper- 
ate. Would you call that different from a cooperative? 
Ae Yes,i£ think. D-would, 16 is certainlyamuchacitrercut 
from the producer cooperatives in this country in which 
there is a purchase and sale at a profit. What happens 
in that case is actually not known until the end of the 
year when they pay $1 or $10, depending on the run of 
risk. 

Q.- The main point is that you see some distinction 
between a mutual fire company and a cooperative, that is 
as we understand a cooperative; that is, a consumer or 
producer cooperative? Bane tess Icey 

BY THE CHATRMAN: 

Q. If it were possible. to attain, the, ideal.of 
business enterprise and operate exactly on the line, no 
profit or no loss, there would be no tax? Ae o¥@S8s 

Be that isenge cooperative idea, no profit. Assu- 


ming that some company by misadventure, or whatever you 
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like to call it, does make a small profit but returns 
that profit to its component members. Would you say that 
that inadvertent profit was taxable? A. Yes, on this 
ground --- 

Cig. (iets eee OT Oe As, Lt, 15 6. 0r0riu) yess 

Q. It is really impossible to operate without a 
jehemecin g sae A. I would think so, yes. If you buy at one 
price end sell at onother, itis &-prorit if ihe price: as 
big enough. 

Q.. The met nod of dealing with thet particular sure 
plus has nothing to do with it. Aw Gs 

BY MR. NADEAU: 

Q@. My second question has to do with the agency 
contract, to which you refer on page nineteen where you 
Soy, folerrinue tc the, cooperative: 

HITT it acts as an agent or broker upon the instruc- 
tions of its members it be charged only enough to 
cover its necessary outlays." 

Suppose that the members give to the agent necessary pow- 
ers so that he could keep their refunds and operate with 
those refunds as working capital, would you think that 
those refunds would be taxable? JI do not know whether 

T have made my question clear. That is, would they be 
taxable in the hands of the agent? Ae. Well,.3t seems 
to me that if I were organizing a company I would endeav- 
our to twist the Pnelish language in order. to beat the 
taxation. Is not that what is involved? ~Thers are 
various devices whereby a cooperative can operate and 
build up an amount of capital by which it operates. [It 
is all a matter of raising capital. 

Q. Then there would be no profit, it would be only 


a matter of raising capital. A. If the agent, as 
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such, would have no capital, no. 

Q.- No capital? A. No profit, but it waild then 
become a joint venture after the first deal had gone 
through. 

Q. If that working capital was invested and it bore 
interest, would not the interest be a profit for the 
agent or for the members? A. It would be a profit on 
their joint venture. 

Q. For the members. A. For the members and the 
agent together, and he would cease to be an agent. 

Q. At that moment he would cease to be an agent. 

A: Yes, I -think-so. 

Q.- When you speak of an agent, you mean cooperative? 
A. Well, the provision as I understand it was this, that 
you have a man who, without taking the risks, without 
taking ownership accepts an obligation to dispose of 
produce. He disposes of it at a set price, at a price 
which is the best he is able to get. Now then, he does 
not remit in full; he remits, we will say, 95 per cent 
and takes S per cent. 

Q.- According to the instructions received from his 
principals. A. Yes. Now then, the next step is this, 
is it not: the agent and his principals are engaged in a 
joint venture to which the agent obviously is now acting 
in the sense of a partner with his principal. 

Q@. Both are different legal entities. Tne agent is 
a cooperative and the member is a natural person. They 
become partners then. A. I think that is what happens, 
£355 OCT 

Q. But if the agent is a natural person; is there 


any change in the set-up? Aes NOs 
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BY MR. FILLMORE: 

Q. There is one question that might be pertinent. 
Supposing @ man was an agent not only for one person but 
for a hundred persons, how would you size up that situa- 
tion? A. They have given to him a living economic 
entity; he becomes the manager of their joint capitals 

BY MR. ELLIOTT: 

Q. UWere 1S lone |/qusstiony) wanted/to ask... You re] 
call that you said that the proposal to encourage some 
undustries and discourage other industries would work in 
an idead world, but not in ours? Ae Y@S. 

Q. It was suggested to us in Halifax that the 
opposite contention was-a valid one, namely, that while 
ideally it might be undesirable to use the organization 
as a device for encouraging or discouraging particular 
industries, in practice in the real world such. devices 
were used through the tariff and in a number of other 
ways and that therefore to say in this particular case 
that the use of tax discrimination as an encouragement 
was desirable--that might be so in an ideal world, but 
not in one in which these things are done every day. 
What would you say to that? A. How long hayes I got 
to. say it? Perhaps I can answer briefly. We have 
started off in this country with a tariff, but we have 
been assuming different things like the Crow's Nest 
rates and other counterweights, and in some cases the 
sky is the limit. We do this, that and the other 
thing. My own impression is that we have set up a lot 
of useless machinery, each piece of which offsets the 
value of the other. 

Q. But what is the application to this particular 


problem? A. If you have to start breaking it down, 
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you can start here. 
BY MR. FRANCIS: 

Q. Then you start at a point where certain advan- 
tages have been given to certain groups; you start ata 
point where there is some suggestion that advantages may 
be-given to other sroups. A. That is what has hap- 
pened, 15 7U non? | 

@- Your Suggestion is that we should stop at this 
point. A. You have to unwind some time, and here is a 
point where you can unwind. 

Le or notice that you refer to this document as a 
report. Why ado you use that word in describing it? This 
is the first report we have had submitted to this com- 
mission, — think. Why do you call it a report? 

A. Because I am not being paid by the Commission, but [I 
em reporting Solely to them. It is not a brief, 16.46 
not an argument which I make. 

Q@. JL suggest to you that it is an argument, nothing 
less. It is nothing less than an argument and I would 
like to know why you call it a report. Ae LI wrote it 
believing it to be true, believing that this is what [ 
would say if I had come as a private individual and with- 
out being retained. 

Q. May I direct your attention to page forty-five. 
You told Mr. Arnason that you could not know motives; 
that was your reply to one icetien by Mr. Arnason. May 
I direct your attention to the second sentence in the 
last paragraph on page forty-five, which reads: 

"What a curious thing it is that so many of the pro- 
fessed inheritors of the proud tradition of the 

Rochdale pioneers should be, in this country, capit- 


alists with resources far greater than those pioneers 
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ever dared to dream of, and who hope, 'by altering 

their language', to escape from the taxes upon their 

prefitss.! 
Was there any suggestion of motive there? Ae Yes. 

Q- You do not suggest any motive there. Ass Trao 
not think I could know the particular motive; I can make 
a guess. 

(rieTiisaise 2. Puesse ise ite Ae) WY GS. 

Q. How many more guesses are there in this report? 
As Noned davhinks 

Q. That is the only guess? A. Yes. 

Os All right, we will deal with the others later. 

I notice that in the note at the bottom of that page you 
refor Lo the, words. of Lord. Bramwell. ASL LOS 

Q. You will agree that a statement by Lord Bramwell 
is. Very susetudy an this case, A.. Yes. 

Oxy Ana you accept) it? A. AYess 

Ke ypLegome read 2%, Fo})you. 2 should Likeitomrescats 
exactly as ifis’ given... This quotationswis*not correct. 

THE CHATRMAN: You are not going to read the whole 
judgment, are you? 

MR. FRANCIS: I am going to read the sentence exact- 
ly as it appears meee if 48 (veryuhetprul wir cuir 
This covers the very thing we have been arguing about. 
The citation is Appeal Cases, 10, 1884-85, page 438, and 
I quote from page 448. Your lordship will remember that 
in this case the majority judgment was given by Lord 
FitzGerald and Lord Blackburn, and the minority judgment 
was given by Lord Bramwell. Now that we have that 
clear, I should like to read from the report as follows: 

MAS IT have said, the whole difficulty, the very 


existence of the question, has arisen from the 
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inaccurate use of the expression tparticipation in 
profits,' instead of ‘participation in the sum that 


would be profits but for the right to participate.t* 


| That is the whole point that is raised here. [I should 
like to give the exact language used, which was as fol- 
lows: 

"The matter may be illustrated thus: If the crown is 
right, who will pay the income tax on the whole 
three-thirds? The shareholders? If so, they would 
pay.om profits: they, do inet, receive. The partici- 
pating escsured?. Then they would pay income tax on 
something which is not within the Income Tax Act. 

The question is very important. As far as insur- 
. ance companies are concerned, all they will have to 
do will be to alter their language." 
. This is the exact quotation. 

"But if the contention of the crown is right, income 
tax will be payable in all cases in which employers 
have agreed with employed that, besides fixed wages, 
the employed shall receive what is called a share 
of the profits. The income tax will apply to co- 
operative societies strictly so called, and be pay- 
able on a sum falsely called profits, with no deduc- 
tion of the wages contingently payable to workmen, 
if gross profits enable them to be paid." 

Then there is a reference to Mr. Dicey and the quotation 
continues: 

*#]T think it would be most disastrous, and most 
unreasonable." 

That is Lord Bramwell, and in short he says that just be- 
cause you call them profits, they are not profits. Wwe 


agree with that. You will find those are the exact words. 
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THE WITNESS: What is your question? 

THE CHAIRMAN: Mr. Francis was just putting that 
statement on the record. 

BY MR. FRANCIS: 

Q. You say that there are resources far greater than 
those pioneers ever dared to dream of. What did the pion- 
eers dream of? A. They were men who had incomes in 
the order of 12 shillings per week for a day of not less 
than twelve hours. Their ultimate expectation could not 
be to have a capital greater than £200 

Qe tase their dreams limited by the resources? 
emesis 

QO. InvGhe paragraph above you refer tothe -whole 
trend of cooperative thought. I take it then that you 
have studied cooperatives very widely. eu Have tried 
tO. | 

Q. Are you acquainted with the book called "Co- 
operation" by F. Hall and W. P. Watkins? A. Not that 
one, NO. 

Oe Mihould ike yto) Refer ueaped. eighty~six, where 
cho is ‘sbaueas 

"That as soon as possible, this society shall proceed 

to arrange the powers of production, distribution, 

education and government, or in other words to 
establish a self-supporting home colony of united 
interests, or assist other societies in establishing 
such colonies .* 
That is how the objects of the pioneers are set out. I 
think that is authoritative. Do you agree that that was 
one of their dreams? A. The intention there is to 
have a production cooperative, which is pert of the 


Christian-socialist dream in which you have total 
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communism. JI think your difficulty is enlarging that to 
the idea that it is going to have the whole nation in one 
colony and under one direction so that it would have that 
very great resource. What happened actually in many com- 
munist experiments was that they were small Teokies in 
which the resources were very small. 

Q. As a matter of fact the resources have grown 
very huge by adopting the rules they set down besides 
Ghose aims. As if “you with excuges me, FT think you are 
totally wrong. I refer you to Beatrice Potter's book. [ 
refer especially to the ine Ce ire MA Lacy eye and not to<t.4ek. 
Web edene pias aes At general Lhyre idee She urate ini Catlaberatian 
thoss—are—deait,with wy her husband, Sidney Webb. 

O»« iL think T am familiar with that very excellent 
book, but we are talking now about the aims of the pion- 
eers. A. .Yes, and that is what I am saying. 

Q@. it am suggesting to you that the aims were very 
DE. A. I Suggest to you that in: line with the carly 
resources, which I here speak of, they were limited and 
modest aims. 

G@. Yeuweler to the professed inheritors. 

A. I understand that in their own eyes they are the people 
who are developing the Rochdale principles in Canada. 

Q. And when you refer to some organization which 

hopes by altering its language to escape from taxes, you 
make a very serious charge. A.- Tf the wom “avoid? 
is less liable to implication, I would accept “*avoid", 
bee IT still stand by the statement, 

Q. Now with regard to the paragraph of the brief 
in which you state that cooperatives will not be as 
profitable as any other commercial venture, that it is 
contrary to the whole trend of cooperation. This morn- 


ing when you were giving your various qualifications you 
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mentioned that you had done some work for private inter- 
ests. Have you done eny work for cooperative interests? 
em. NO, bUt 1 am perfectly cena if you want to give me 
a commission. 

Q@- I would want to think that over. Aa oe Dawe 
Myceits .1 co not. ask for notice. 

GO. Evam “atraid that 1 would’ in that cage.” "Rave wou 
done any special work in connection with cooperatives 
such as Professor Fowke, or Professor Mackintosh; have you 
aone any special work? AS Cl have made wiinancial 
studies of their earnings, but not beyond that. 

Q. And do any of “those. publications ‘of yoursi*relate 
to cooperatives? A. My own writings? 

Q Yes. A. No. 

Q. And you have not given any classes to students on 
cooperatives? Ae NO. 

Q. I presume you have read ‘Agricultural cooperation 
in Western Canada" by Professor Mackintosh. A. Yess 

Q. Do you agree with his final conclusions? 

De wierean Stati ftecn years aco. 
Q. I will let you look at the book. Would you mind 
reading that paragraph on page 148. Ay DG readeaq 

"Many steps in the marketing process (all interest: 
manned) may mean simply a confusion of the results 
of a central market. By thrusting forward through 
cooperation his business organization to the central 
market, the farmer is enabled to organize his pro- 
ductive enterprise according to the market results 
which he is in position to distinguish and inter- 
pret." 

Q. and the rest of it applies. The next point 


deals with adult education and I want to ask some ques- 
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G20nSs on that. A. The next paragraph deals with the 
fact that your cooperative organization eliminates the 
middleman and that it has been found in the case of live- 
stock and dairy products that this has brought about an 


improvement in the quality of the products. 


Q- Do you agree with that? aA. phat is what I am 
Saying, is it not, if you have a cooperative. 

Q@- Do you agree with that statement? fiw “PREG 
.S the whole point that I am making on adult education. 

THE CHsTRMSN: That is a rather difficult question. 
If I were to ask you whether you agreed with Pollock on 
torts, what would you say? That is really what you are 
aski ne - Professor McDougall. 

BY MR. FRANCIS: 


®.. 1. should Like. to.refer’ to ome Statement in, tie: 
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brief, on page six: 
"But this ranks as a piece of desirable adult edu- 
cation; it is not a necessity of the trade.” 
Would you like to gualify that? A. NO. might ex- 
plain ijt and make it more certain if there 1s something 
that is not clear, but I] certainly stand by my statement. 

Os. Duledmit TU is very yuelprul DoVtbe trate, 20 ere 
helpful to the producer and consumer? Ae IF you have 
a trade in which people are uncertain about the inter- 
pretation of quality grades, there are two ways you can 
approach it. You can either have the government guaran-~ 
tee the grade, as I believe the grain trade now has, or 
else you can give the farmer his own organization and ask 
hit, Ginee be is @ member,of it, bo EMUSt LU. Which one 
you do is a matter of indifference, but so far as having 
the cooperative is concerned, I think it is necessary 
only if the farmer, even if the government grading is 
established, refuses to trust it. That is a question 
OL ALACtT 

Q. Referring again to the so-called report, at 
page one. You come forward taking advantage of special 
training and experience in the art and science of polit- 
ical economy. I suggest that the first dozen pages 
of your report is a legal argument. b,.. Well. Tt Bae 
been reading the earlier reports of the British commis= 
Sions. 

Orae ds geek eiegey argument? A. It is an attempt 
to put what lawyers have said in language which any 
economist can understand. 

Q. Do you think you were successful? 


THE CHAIRMAN: I think we will have to say that, 


Mr. Francis. 
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BY MR. FRANCIS: 
Q- On page seventeen, where you list your arguments, 
you say under (c): 
"That the whole of the profit or gain of a coopera- 
tive society is due to the patronage of its members.' 
MR. FILLMORE: That is an argument which is advanced 
by the cooperatives. 
BY MR. FRANCIS: 


Q@. That i8 what T say. It has been argued that the 


‘ whole of the profit or gain of a cooperative society is 


due to the patronage of his members. Who used that argu- 
ment? I have not heard that. A. IT do not: think 7 ‘can 
attach it to anyone. JI have read a great many things on 
this subject and I take that to be a fair statement of a 
family of arguments, a summery. 

Os . s0al1 “deal with lta Little morarir oly ee 
moment. .I Should like to direct your attention to page 
nineteen, to the footnote at the bottom of the page which 
reads; 

"Time has not permitted the same careful documenta- 
tion of this change in Ganada, but the indications 
are that it has come since 1939, and for identical 
reasons." 

That relates to the change in the terminology, to a change 
in the use of the word "profit" to some other word. What 
were the indications? A. Notably the testimony of Mr. 
Hull before this Commission. 

Q. In the province of Saskatchewan there are quite 
a few cooperatives, and I recall that by chapter 04 of 
the Statutes of 1928, which is just eleven years before 
this date, the word "surplus" was used; the word 


tprofit* was not used. That is not an indication, is 


2 + pee rs 
+ Soevipe v os ‘8 


We 21 hanT ten Gk rs 


bf? ie ale 


oe 
ee 
i, Pipe | Oe: way 
Ele Deb sae 
aod alot a4 


nee 
By aioe, 


EF-16 


Peaster ee 


-7572- Professor McDougall 


it? A. There was a corporate income tax at that time. 
As to the time in which the changes occurred, as I say, 
I have not been able to get every cooperative statement. 

Q.- Have you examined cooperative legislation, the 
Statutes under which cooperatives are organized? A. NO. 

Q- If I amnot mistaken, you will find in one 
province, possibly in two--in British Columbia at least-~ 
that the word *profit" is used. 

THE CHATRMAN; -In Ontario also, 

MR. NADEAU: In Quebec. 

BY MR. FRANCIS: 

Q- «And since 1928 in Saskatchewan the word "surplus" 
or a Similar word has been used. Do you suggest that 
this change in terminology has been brought about with 
taxation in view? A. As to what the purpose was, one 
can never be certain. I can certainly see an advantage 
OO wave oie t. 

Q- I want your opinion. Are you guessing again or 
ado you know? Aol *am Saying them ndteations tarc: ti 
am not saying that I know. 

Q. What are the indications? A. The testimony 
of Mr. Hull and the way in which this change has occurred. 

Qw L suggest sco yousthat tite slaw "im the “oldsecoumtiy 
and in this country is out of line with the practice that 
has grown up over many years; it is the law that is out 
of line, not the cooperatives; would that be fair? 

MR. PARKER: I do not think you should ask this 
witness what the trend of the law is. 

BY MR. FRANCIS; 

Q. On page twenty you say: 

"The nature of the cooperative dividend now shows 


up clearly as a device to attract and retain 
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custom for a business organization." 
Is that your idea of what the patronage dividend is, a 
device to attract and retain custom? A. It is certain- 
ly one of its major advantages, yes. 

Q- Would that apply to consumerst cooperatives aswell as 
producers' cooperatives? Ae. YOSw es vou wlll look eae 


the financial statements you will discover that the mar- 


, 
| 
gin of profit made is very much higher than it is in any 
ordinary retail business, and the reason for that I say 
is this: the people know that they will get back part of 
the profits and they do not demand the same level of ser- 
Vice. 
Q. I am speaking from memory, but in Toronto a 


chartered accountant gave evidence and pointed out that 


the mark-up in a private business was 50 per cent while 


the mark-up in the cooperative was 16 per cent. That is 
evidence which is before this Commission. Ast Coonos 
think he was comparing the mark-up on ae 2O0ds. =) 2 
would want to be certain that he was because I know in 
PAaeSeerocery Wrade.. ib the more efficient chains) etie 
mark-up is in the neighbourhood of 17 or 17% per cent. 

BY MR. ARNASON: 

Q.- On what do you base your opinion that the mark- 
up in the case of the cooperative is generally higher 
than in the case of the retail tirade? A. I was not 
saying it was higher, I was saying that with an equal 


mark-up they are able to make a higher profit because 


they are not required to give the same level of service 
and therefore the net profit remaining to be distribu- 
ted in the form of patronage dividends and otherwise 


is larger. 


Q. What type of service are you referring to, 
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what type of cooperative are yOu. Tererrins to? A. I am 
thinking particularly of consumers POO UaTE ET vos 

Q- What do you mean when you say that they are not 

required to give the same type of service? A. Deliv- 
eries, and things of that kind. YOu wlll find the same 
thing in the proceedings of the British cooperatives as 
outlined in the commission which sat in 1919-20. There 
was one we interesting quotation by Mrs. Knowles, if I 
may read it, 

eet lowes Peterrine to, the practices in this country. 
Is it your opinion that generally speaking they do not 
render the same type of service in the Same type of 
DUSINESS .26 “private traders; is that what you are suggest- 
ing? A. Yes. As I understand it, the most effedct— 
ive distributor of groceries in this country is the 
Loblaw Company. 

Qe I was referring to the smaller groups, either 
the retail merchants or the retail cooperatives. 

&. I cannot explain why the percentage distributed is so 
high except upon those grounds. 
Pi Mes BELLO: 

ie LOUPAPS Not going so far as. bo Suggest that the 
cooperative dividend is necessary in order to obtain 
trade? ae OD, =noy 

BY MR. ARNASON: 

@- The purpose of my question was to ascertain upon 
what you base that opinion. me, LOU WLil Tind inthe 
December, 1943, issue of the Canadian Co-operator, the 
annual report of the Co-operative Union, I think, for 
1942. You will 117 different rates, and the rate dis- 
tributed is higher than I can find anywhere in the retail 


business in the province. 
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Q. Do those percentages refer to the same type of 
business? My recollection is that there is considerable 
variation in the types of service rendered by those 
organizations. However, I will not press that any fur- 


ther. 


A. It is a very short report and I just cmnot tell, 
but I can see that the dividend distributed is very high, 
BY MR. FRANCIS: 

Cet ret er you to the bottom of page twenty-one 

where you say: 

"How the members of the cooperative elect to distrib- 
ute those trading profits ought to be left to them- 
selves to decide. But surely it is profoundly im- 
proper that a private decision of that kind should 
be allowed to govern their public obligations. It 
is good logic as well as good law that it is the 
source and not the destination which determines 
whether profits or gains exist." 

On what basis do you give that legal opinion? A. Sub- 
ject to my capacity to understand the law. [It is the 
Mersey Docks and Harbour Board case. 

Q. I want to test that statement in connection with 

a trustee. Would you say it is good logic as well as good 
law that it is the source and not the destination which 
determines whether profits or gains exist? 

THE CHAIRMAN: Is not that pure argument? 

MR. FILLMORE: I can go into the next room and 

bring any number of authorities for that statement. 
BY MR. FRANCIS: 
Q. Would it apply to a trustee? ba TE VOU are 


asking me if I know the law on trustees, I am afraid T[ 


do not. 
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Q. You purport to know a good deal of law in this 
report. On page twenty-three, near the middle, you say; 
"Tf those who put up the original capital can be per- 
, suaded, or cajoled, into foregoing any return upon 


it there is more left to pay to others." 


have very eladly put up capital with no hope of any return 
On 1b at ali: they Have pur it up for the purpose of 
establishing a service. Why do you use the word *cajoledit? 
Bee eel, there is any variation in the contract under which 
that money was originally contributed, I would think that 
word might very well fit. 

Gy DL you he Ve ate POTeLCulae VO ii es eiemany 


A. I believe there are cases now under decision under Pea 
Cau Ack(Y a / seid aud Sars dethicHinc:, 


A good deal of evidence is that the members of cooperatives 
| 
| 
Che 
which people who put up,an original, steveter now wish that 


they could either get their money back or get full con 
tractual interest upon it. 
Q. Then at the bottom of page twenty-three you say: 
"To assert as some of the less discerning coopera- 
tors do, that the whole productivity of a coopera- 
tive is to be attributed to its patrons alone to the 
exclusion of all the other factors, is most convinc- 
ing evidence of their enthusiasm for the cause; but 
as argument it is deplorable." 
‘ whoever asserted, before this Commission or otherwise, 
that the whole productivity of the cooperative is to be 
attributed to its patrons’ A. It seems to me that 
the device of the patronage dividend is in fact a state- 
ment that that was their belief. 
a Let us look at the other element. What about 


labour? Do you suggest that the cooperatives do not pay 
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labour a wage just as private profit business does? 
A. It pays a wage, I cannot go beyond that. 

Dae “bpeives a share: of the profits to labour through 
wages, is that right? Ae) Yes". 

ow. (AnG Vina eood.many cases caphtial also ests a re- 
tur. A. in Some cases, yes. 

Ow In very many casce. Thet was one of the Rochdale 
principles, that capital should get a modest return. 

A. You seem ee proceeding to narrow that very sharply. 

Q. Very many cooperatives, according to the evidence, 
pay interest on share capital. Aeon mone Ol aunem pay 
interest. 

Q. So that capital is another element. Be ns 
fact that some cooperatives pay dividends upon their cap- 
Load Meso pepDlOOL s 

Q@. And those that do not pay interest or a dividend 
6ny capital. forego it of their own, free will, as that 
right? Re wphey forego. it.. The degree of ree will 
I cannot say. 

Q. The argument that you make here stresses the im- 
portance of capital in the productivity Sng wh Se repurn 
that capital should receive. Be Mite you neve: 2° imi od 
liability company. so #het the residual’ Sores 
the capital of the company, then I think there are very 
clear grounds for saying that if it bears losses it 
ought also to take the profit. 

Q. I am still in the dark as to where the assertion 
comes from that the whole productivity of a cooperative 
4s to be attributed to its patrons alone; can you tie 
that down to anything? A. I have said that I think 
that the fact of making.a patron the receiver of the 


residual income of its operations is in a sense saying, 
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"here is the real heart and mainspring of the business", 
Bra. do nov bs lieve “it. 

GQ. YOU. dO NOt Delisve that? A. Wo, and —[ can 
prove it statistically. 

Q- Why do you say the argument is deplorable; why 
do you describe it as deplorable? A. Because it is not 
Pipi. 

Q. And anything that is not right is deplorable. 

Ae litte es Dad 6S “that, Lu ie ten lorable,. Vos. 

@. In the second paragraph on pags twenty-four, 
celerring. 8G ane economic system generally, you say: 

"Tt surfers partial breakdown in business depression, 
and, internationally, in war; but its productivity 

au Ghe Lowest point isso mich @reater than the 

happiest possible results of self-sufficiency that 

we never think seriously of reverting to that state." 
How do you arrive at that conclusion? How did you make 
your comparisons? A. It is &@ historical synthesise thas 
you can see at each business depression your system of 
exchange breaks down internally and you can see it break- 
ing down as between nations. Then every time when you 
try to recover you try to save it again. 

Q. It has been suggested before this Commission that 
if production was more closely related to consumption we 
might avoid some of the pitfalls which you have mentioned 
and to which you have referred; what would you say about 
that? A. It is a very limited and imperfect attempt 
to explain what happened; it is pretty feeble economics. 

Q. Would it be deplorable? A. It is on the edgs 
of being deplorable; I merely say it is feeble. 

MR. PARKER: Where was that placed before the Com- 


mission? 
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MR. FRANCIS: In Saskatchewan and Alberta, I believe, 
an one of the briefs. 

BY MR. FRANCIS: 

Q@- I should like to know what supports this state- 
ment that its productivity at the lowest point is so much 
greater than the happiest possible results of self- 
sufficiency that we never think seriously of reverting 
to that state. Have you any support for that? Aw - YS8s 
in the proceedings befors the Duff Commission in 1931-32 
one of the commissioners was strongly of the opinion 
that tm-exder—te-have a self-sufficient agricultural 


. jteace ades woeetld nrvtr a 
industry #% was,necessasy that, international markets, be 


w Lo 
he eR bas people of the west. I ask you. to.con-— 
sider that the pioneer fringe is bitterly and terribly 


poor until it gets into contact with world markets. 
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Q. That is a matter for argument, and we will leave 
it there. Then at the bottom of page 24 you say: 

"'Cooperation' in the narrow and specialized sense of 
the word is largely an inflation of the ego based on his 
ignorance of how the world runs." 

In connection with that, what would you say about the 
Statements of some of the leaders of thought, and the leaders 
of government in North America? What would you say about 
those who have argued very strongly in this connection? I 
do not want to mention any names; you can recall the names? 
A, I never believe in holding people strictly to account 
for after dinner speeches. 

Q. Scores of people have come before this Commission 
and rather seriously put forward suggestions. How much of 
this evidence have you read, Professor McDougall? A, I 
have read everything up to Vol. VII, and then I have been 
compelled to jump. 

Q, I remember that when you were being introduced you 
mentioned that you had not heard .of the Maritime Fishermen? 
Ay Y Yes, | 

Q. Have you read any of the evidence which was put 
before the Commission in the maritimes? Argh NOs 

Q. Have you read the resolution that was passed at 
the Hot Springs conference? A. Yes, 

Q. Then on page 25 I notice you make an assumption 
after taking an illustration where the income is $5,000. 
That is a big assumption for members of cooperatives, I 
Suggest to you? A, Well, that was aimed specifically at 
the grain producers, There are certain studies produced by 
the Department of Farm Management of the University of 


Saskatchewan, which I used as base. They are in Agricultural 
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Extension Bulletins Nos, 37, 43, 46, 52 and 105. Using them 
as base I made an attempt to distribute the farmers of 
Saskatchewan in the amount of their labour incomes only, that 
is income available after the payment of 6 per cent of 
interest upon their capital for the year 1944, Upon that 
basis I find that 23 per cent of all farmers ought to be be- 
tween $2,000 and $3,999; 18.02 per cent should be between 
$4,000 and $5,999; 10.69 per cent should be between $6,000 
end $7,999; 6.42 per cent should be between $8,000 and $9,999, 
Q. From:what province is that? A. Saskatchewan only. 
Q. Would it be fair to suggest that those incomes which 
are higher there are due to the existence of cooperatives for 
a number of years? A, No. This is a function of total 
productivity. It is not in any sense related to the existence 
of cooperatives, This is the product of farming operations, 
Oy that teevour opinion? A,” bet me pot 10° in tALS 
way. What I have done is to take a frequency distribution 
as at the years 1925-28. I have then displaced it bodily to 
the right to allow for the difference in total income in 
Saskatchewan between the average of the years 1925-28 and 
168k, Then I have established the same skewed frequency 
distribution for the one period as for the other, although 
the writers of that report, bulletin No. 105, said there had 
been a very sharp increase of efficiency in farming between 
those two dates, and that it had been more rapid among large 
farmers than among small. 
Q. Now let me doa bit of shifting. I think you said. 
you had not examined the income of the et ace. of the 
maritime provinces? A, As I say, I had not yet received 


the proceedings of the eastern section. 
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Q. I Suggest to you that these cooperatives have been 
formed, as has been pointed out, to serve and to assist the 
low income tax groups? Aull *youlwant to isay Ghat of fehe 
east, yes, I will agree, The fishermen have been abominably 
poor pre-1939, 

Q. And that was under the system in support of which 
this argument is advanced? That is true? A. No, I make 
no argument to support a tariff, 

Q. There is evidence before this Commission that the 
operation of cooperatives among these low income tax groups 
increased the personal income of the members, You would 
agree that that is a desirable thing, in the public interest? 
A. Yes, 

Q. You would agree that in so far as it does that, it 
relieves the state from some obligation? A. You speak now 
Or Decple. who, decking such additional income, would be upon 
relief? Yes, 

Q. And there is evidence before the Commission that 
people who are not in receipt of taxable incomes, because of 
the operation of cooperatives get into the income tax group, 
and you would agree that is in the public interest, both 
for their own good and for the good of the state generally? 
A. It is desirable that we should all have more income, 

THE CHAIRMAN: The Commission is inclined to agree, 

BY MR, FRANCIS: 

Q. At the bottom of page 26 you say: 

"at any level of income there is a gross discrimination 
in favour of the cooperative form; and it is cumulative in 


iy 
its consequences, ' 


Would that apply. to people in low income tax groups, 
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who are not taxable? A. This is a discrimination against 
the corporation and in favour of the cooperative, 

Q. At any level? A. Regarding the two institutions, 

Q. Would you indicate what you mean by that statement? 
A. Yes, Jam taking first a limited company in competition 
WLU & Cooperative, ahd I say that at any level. of income of 
the respective members or Shareholders, there is a lower 
burden of taxation upon the member of the cooperative than 
there is upon the shareholder, the income of the two being 
derived from the same economic function, 

Q. Is that possibly because the profit-making companies 
charge the customers too much? A, No, that has nothing to 
do with it. Regardless of how they get it; on a given dollar 
of income, they have to pay more in taxation. 

Q, At'page 27 you refer to a Mr. J. R. Love, Have you 
any evidence to show that Mr, J. R. Love speaks for anybody 
but himself? A. Well, it was a propaganda booklet which 
was put out by the Co-op News Press, I took it for granted 
that at least they did not disapprove of his issuing it, 
and in the second place I could find many historical pre- 
eedents for what he has said. 

Q. In Canada have you found any responsible leader 
making these statements on behalf of a large number of people? 
A, I wish here I could say that I had read all of Mr,Good's 
testimony. I have not. I think I could find considerable 
there, judging only by what I read in the public press, 

THE CHAIRMAN: That is a question Mr, Good still has 
to answer, Mr, Francis. 4 

MR, FRANCIS: There are many other leaders, I suggest 


that if this is the most authoritative statement on behalf 
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of the cooperative movement that can be made, it does not 
mean a great deal, 

THE CHAIRMAN: The American books are full of that, 

MR, FRANCIS: Well, we are dealing with Canadian problems, 

THE WITNESS: You will also find Something in the 
evidence of the British commission in 1919 and 1920; an 
explicit statement of one of the three men who appeared for 
the cooperatives, 

BY MR. FRANCIS: 

Q. I suggest to you that this is a Canadian problem, 
and that the Canadian facts and the Canadian law is much 
more relevant than the old country law. But that is a matter 
of argument, 

MR, PARKER: Let us not get into an argument about it. 

MR. FRANCIS: Of course we are dealing with this report, 

Q. One or two other questions, and then I am through. 
At page 39 you refer to the fact that there are four major 
canons on taxation. Whose canons are they? A, Lf Surveyed 
the literature, starting with Adam Smith and coming down to 
Bastable. 

Q. And you base your argument to some extent on those 
canons? mee YoOs. 

Q. Is society to remain static because of certain 
Socios ere Ol ne, 

Q. You would be willing to leave open the possibility 
of improving any branch of society? A. Things change; yes. 

Q. So these canons, which go back so far, may have to 
be reconsidered; you will agree with that? A. Yes, but 
the reconsideration which you would be compelled to make 
here is one which would make it one of the objects of the 


state to destroy those who had wealth, in order to equalize, 
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Lea. nO? 

Q. You just answer the questions, and we will get along. 
At the top of page 40 you say: 

"Any other basis would amount to setting up a state- 
Subsidized religion in which the orthodox would draw their 
rewards here and now and leave heaven to look after itself," 

Have you had any special training in theology? A, No, 

Q. Then looking at the next paragraph, which is quite a 
tong one -- would you refer to it, on page 40? Does not a 
cooperative fulfil all the requirements set out there? 

A, It is logically connected with the preceding paragraph; 
that is, if you have a situation in which people can advance 
their motives as a ground on which they shall not pay tax, 
then these other results will follow. 

Q. Then just one reference to the bottom of page 41, 
Speaking of cooperatives, where you say: 

"They may expand into fields of endeavour in which their 
net productivity is lower than that of their competitors merely 
pecauss of this tax advantage," 

Do you wish to inferentially admit that at the present 
time, in the fields in which they are engaged, their produc- 
tivity is high? A. I would take it for granted that as in 
cooperatives, so in private business, there are some who are 
more efficient than others, and that there is probably a good 
solid block right near the centre; and given an equal level 
of managerial efficiency I see no reason why a cooperative 
should not be run just as effectively and efficiently as a 
private business, But given tax exemptions there is a pressure 
to expand into fields in which their efficiency in operation 
would be less, but their money profits would be higher because 


of their tax exemption; and that, I say, is contrary to the 
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public interest, That is the argument, 

Q. Very well, Then I go to page 42, starting at the 
bottom of page 41: 

"The total net product of their competitors is divided 
between them and the state, That of the cooperatives is, all 
of it, left with them, untaxed," 

I should like to ask one or two questions about that, 


In a private enterprise, on what do the returns depend? 


A, it is a function of efficiency, and the amount of capital, 


and the general external situation, and of course many other 
factors; but those, I think, would be the most important. 

Q@. I mean the gross returns. Is it the price that 
pie Market wila pear? A. Are you thinking of the gross 
profits or the gross sales? 

Oy the ero0s returns, A. The gross prorly? 

Q. Yes, Is it the price the market will bear? A. That 
is to assume that they have a monopoly. In that case, where 
1G 3a 2 wonopoly, yes; it would be 90, 

Q. In other cases what would it be? A. It would 
depend, as I say, upon the managerial efficiency, upon the 
amount of capital they had to apply, and upon the external 
situation in which they find themselves, of which competition 
is one of the important factors, 

Q@. Then I refer to page 43, the last paragraph and the 
last sentences 

"But, equally, they have a right to expect that, having 
invested capital in a state-regulated industry, they shall 
not be pillaged by the granting of tax advantages to com- 
petitors whose main difference in position from their own 
lies in the length of the shareholders! list or in the 
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identity of the persons whose names are on those lists. 
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The evidence before the Commission is entirely different 
from that. Do you regard that as the major difference? 

MR, FILLMORE: My learned friend says something about 
the evidence before the Commission being different, 

MR. FRANCIS: I will withdraw that, 

Q. Do you regard that as the major difference, the 
length of the shareholders! lists, or the identity of the 
persons whose names are on those lists? A, .Cerrainiy if 
I had hopes of a continuing tax exemption I would hope and 
pray for a very long shareholders! list. 

Q, That is your answer? A, Yoo, (hay Dhoni woul 
be a very effective help in maintaining that position, 

MR. FRANCIS: That is all, thank you. 

MR. SCARTH: May I ask one question? 

THE CHAIRMAN: Very well. 

BY MR, SCARTH: 

Q. You spoke of the capital of the cooperatives, What 
do you regard as their capital? A. The economic assets, 
no matter how they are raised, whether as contributed under 
the name of share capital, or deductions of any kind whatever. 

Q. Elevator and commercial reserves? A, Elevator and 
commercial reserves, or patronage dividends, while they are 
still in the revolving door, and so on. 

BY THE CHAIRMAN: 
Q. Or share capital? Ry LORS 
BY Ae oiler Ts 

Q. Bank loans? A. It depends upon whether you are 
talking about gross capital or net capital. I am thinking 
in terms of the net capital permanently used and owned by 
those who are in one fashion or another to draw the gain 
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Qe Bond issues? A, Yes, I would think so, 
BY MR, ARNASON: 

Q. Loans from shareholders? He YYOS3  Unat- 1s 2. 

part of the same thing, 
BY MR, SCARTH: 

Q. Do you regard the elevator and commercial reserves 
os leans fron shareholders? I point out: to you that I think 
in most cases those deductions, being elevator and commercial 
reserves, are held at the discretion of the directors, You 
have gathered that from the evidence? et Rd eas 

Q. Do you regard that as a loan? Ay Ll should rather 
say they are contributions of capital made in a moment of 
enviue1is, woose exact classification is’ very difficult, 

MR. SCARTH: Very well, 

THE CHATRMAN: That is all, thank you. 

THE WITNESS: Mr. Chairman, I thank you for your con- 
Sideration, 


---The Commission adjourned to meet on Thursday, May 3, 1945, 
Sn 8 stt. 
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